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Get  The  Best  Nights  Sleep  Ever! 

In  the  battle  against  hazy  investing,  it’s 
Saperston  Asset  Management 
A Full  Service  Brokerage. 

Member:  NASD,  SIPC,  MSRB. 

Your  local  source  for  investment  planning. 

716-854-7541 


In  the  search  for  property,  it’s 
Saperston  Real  Estate 

Serving  The  Industrial  & Commercial  Real  Estate  Markets 

716-847-1100 


In  the  pursuit  of  better  business,  it’s 
Saperston  Management 
For  Tax  Assistance,  Payroll  Services, 
Bookkeeping  & Financial  Reporting. 
716-854-7541 


‘The  Dollar  Doctor” 

Answers  To  Your  Money  Questions  Everyday 


aperston 


1-800-879-7541 
237  MAIN  STREET  • BUFFALO 
Visit  Our  Website:  www.saperston.com 
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No  doubt  about  it.  We’ve  got  big  plans  for  tbe  next  several  months  and  the  next  couple  of 
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Founder’s  Message 

THE  FULL  FAITH  AND  CREDIT 
OF  THE  UNITED  STATES 


John  E.  Herzog 
Chair 


Florida’s  hurricane  season  has 
just  about  passed,  meteorologically  and 
politically.  Forecasts  for  constitutional 
crisis  were  disproved.  In  the  wake  of  a 
stormy  election  which  shook  our 
nation’s  faith  in  the  durability  of  the 
Founders’  political  architecture,  where 
better  than  Wall  Street  to  turn  for  a 
lesson  in  the  durability  of  their  vision, 
in  the  face  of  ups  and  downs. 

Wall  Street  was  the  focal  point  of 
America’s  political  and  financial  life  in 
1789  when  George  Washington  was 
sworn  in  as  president,  across  the  street 
from  where  the  New  York  Stock 
Exchange  today  stands.  Here  where 
British  occupation  troops  had  been 
stationed  during  the  Revolution,  the 
inauguration  and  the  installation  of 
a government  based  upon  the  newly 
ratified  Constitution  signaled  New 
World  confidence  in  democratic 
government  based  on  the  rule  of  law. 

As  imaginative  and  enduring  as  the 
Founders’  political  legacy  was  their 
design  for  a free  market  economy, 
largely  the  work  of  treasury  secretary 
Alexander  Hamilton,  who  rests  in  the 
Trinity  Church  cemetery  where  Wall 
Street  meets  Broadway.  A year  after 
Washington’s  oath  of  office,  Hamilton 
formally  proposed  the  creation  of  the 
national  debt  establishing  the  credit- 
worthiness  of  the  new  nation,  and  in 
1792  the  Buttonwood  Agreement 
launched  the  cartel  which  would 
become  the  New  York  Stock  Exchange. 

Since  then,  America  has  weathered 
two  centuries  of  growth  and  challenge 
- and  of  interplay  between  the  political 


Museum  founder  John  E.  Herzog  (right) 
with  Trustee  Thomas  D.  Levis  at  the  October  2000  Board  Retreat 


and  financial  realms.  We  examine 
some  of  these  historic  instances,  from 
the  market’s  reaction  to  Hamilton’s 
debt  plan  to  its  response  to  President 
Franklin  Roosevelt’s  depression-era 
policies  and  to  the  news  of  President 
John  F.  Kennedy’s  death,  in  “Free 
Markets,  Free  Press,”  the  exhibit 
currently  on  display  in  the  gallery. 
In  the  days  prior  to  the  recent  Novem- 
ber election,  Assistant  Director  Meg 
Ventrudo  was  featured  on  CNN 
discussing  how  the  financial  markets 
respond  to  presidential  elections.  And 
you  will  recall  that  in  Issue  69,  we 
featured  in  these  pages  Sandy  Mock’s 
foreboding  essay  on  the  contested 
1876  election  toss-up  between 
presidential  candidates  Rutherford  B. 
Hayes  and  Samuel  Tilden.  With  such 
an  instinct  for  articles,  our  editor 
should  be  picking  stocks!  Financial 
history  offers  Washington  this  lesson 
from  Wall  Street:  that  the  underpin- 
nings of  our  democratic  society  have 
successfully  weathered  civil  war  and 
injustice,  political  assassinations  and 
resignations,  bank  collapses  and 
market  crashes,  and  election  feuds. 

As  we  progress,  your  Museum 
becomes  more  and  more  a permanent 
national  institution.  In  November,  the 
Trustees  convened  for  a day-long 


retreat  to  better  position  the  Board 
to  lead  the  Museum  in  the  new 
millennium.  The  Board  addressed 
exciting  new  opportunities,  and  also 
adopted  cutting-edge  practices  which 
are  improving  the  accountability  and 
effectiveness  of  non-profit  organiza- 
tions. With  their  leadership  and  your 
support,  we  look  forward  to  great 
strides  in  the  new  year. 


The  Museum  would 
like  to  thank  these 
members  for  their 
generous  recent  gifts: 

Alexander  Hamilton 
Society  $500 
Mr.  Timothy  R.  Schantz 
Mr.  Rudiger  K.  Weng 

Donors  ■ — ' $150 
Ms.  Diana  Henriques 
Mr.  Brian  F.  Trumbore 


The  Museum  thanks  all  contributors, 
old  and  new,  for  their  continued 
support.  To  learn  how  you  or  your 
organization  can  participate  in  the 
Museum’s  program,  educational, 
and  service  mission,  please  call 
Brian  Thompson  at  212-908-4519. 
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Museum  to  Host  Smithsonian 
Exhibit  on  African  Currency 


By  Meg  Ventrudo,  Assistant  Director 
for  Exhibits  and  Education 

Americans  reach  for  their  debit 
cards  to  purchase  groceries,  and  to  buy 
and  sell  stocks  online,  yet  not  all  cur- 
rency exists  in  cyberspace.  In  January 
zoo  i,  the  Museum  will  host  a traveling 
exhibit  from  the  Smithsonian’s  National 
Museum  of  African  Art  entitled  “The 
Artistry  of  African  Currency.” 

The  exhibit,  which  will  be  on 
display  in  the  Museum  gallery 
through  March,  includes  traditional 
and  historical  objects  that  are  used  to 
facilitate  trade  and  measure  wealth 
throughout  Africa.  Objects  used  as 
currency  include  jewelry  (bracelets, 


earrings  and  collars  crafted  of  copper, 
gold  and  silver),  cloth  mats,  cowrie 
shells  and  aggrey  beads.  For  example, 
in  18th-century  Africa,  a cow  cost 
z,500  cowrie  shells,  and  Z5  shells 
would  buy  a chicken. 

The  exhibit  will  also  feature  items 
from  the  Museum’s  permanent  collec- 
tion, including  African  paper  money 
and  securities.  Ea 


Exhibit  Events 
Bring  Members 
Behind-the- 
Scenes  of  the 
Financial  Press 

Museum  members  enjoyed  behind- 
the-scenes  access  to  the  financial 
media  with  the  Museum’s  Fall  zooo 
events  calendar.  The  events  associated 
with  the  “Free  Markets,  Free  Press” 
exhibit  extended  the  Museum’s  out- 
reach and  enhanced  the  impact  of  the 
exhibit  by  providing  an  inside  glimpse 
at  the  profession  of  financial  journal- 
ism and  exploring  current  issues  in  the 
financial  media. 

On  a tour  of  Barron’s,  Editor  and 
Publisher  Edwin  Finn,  Jr.  even  took 
the  time  to  speak  with  members  about 


the  history  of  Barron’s  and  answered 
questions  about  the  magazine,  prior  to 
giving  a tour  of  the  newsroom  and  a 
feel  for  how  the  publication  is  put 
together  each  week.  The  event  also 
gave  Barron’s  readers  a once-in-a-life- 
time  opportunity  to  have  their  ques- 
tions answered  directly  by  the  editor 
of  one  of  the  country’s  most  respected 
financial  magazines. 

Other  public  events  associated  with 
the  exhibit  included  a newsroom  tour 
of  The  New  York  Times,  two  interac- 
tive tours  of  the  new  Nasdaq  Market- 
Site,  and  an  academic  symposium  at 
Baruch  College  entitled  “Media  and 
Business:  Friends  or  Foes?,”  moder- 
ated by  CNN’s  Myron  Kandel. 
On  December  14,  New  York  Times 
reporter  Diana  Ffenriques  will  lecture 
on  her  new  book,  The  White  Sharks  of 
Wall  Street,  at  the  Grolier  Club  (see 
events  calendar,  page  37).  The  pro- 
gram is  free  and  open  to  the  public. 


For  more  information  on  events, 
programs  and  tours,  visit  the 
Museum’s  website  at  www. 
financialhistory.org.  ED 
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Kids  Print  Financial  Souvenirs 
at  Wall  Street  Children’s  Festival 


The  Museum  took  kids  a step  back  in  time  with  demon- 
strations of  printing,  embossing  and  engraving—  Wall  Street’s 
unique  art  form — at  Kidaround  Downtown,  a Wall  Street 
District  children’s  festival  on  Saturday,  September  23. 
Honarary  Curator  of  Engravings  Mark  Tomasko  demon- 
strated the  process  of  printing  stock  certificates  on  a spider 
press,  as  children  turned  the  press’s  arms  to  make  their  own 
souvenir  financial  engravings. 


The  200  children  who  participated  in  the  Museum’s 
program  also  saw  Thomas  Edison’s  Universal  Stock  Ticker  in 
action  and  made  personalized  ticker  tape  from  the  working 
1870  replica  ticker.  More  than  18  Downtown  cultural 
institutions,  financial  firms  and  businesses  created  special 
programs  for  the  event,  including  the  New  York  Stock 
Exchange,  the  New  York  Mercantile  Exchange,  the  American 
Stock  Exchange,  and  the  Federal  Reserve  Bank.  03 


Children  learned  the  art  of 
financial  embossing  and 
printing  in  the  Museum  at 
Kidaround  Downtown. 


Trustee  Visits 
World’s  Oldest  Bank 

This  July,  Museum  Trustee  Jason  Zweig  (center) 
visited  the  headquarters  of  the  Monte  dei  Paschi  di 
Siena  in  Siena,  Italy.  Founded  in  1472,  the  Monte 
dei  Paschi  is  the  world’s  oldest  continually  operat- 
ing commercial  bank.  Two  of  the  bank’s  execu- 
tives, Carlo  Pensa  (left)  and  Antonio  Lachi  (right), 
gave  Zweig  a tour  of  the  Monte  dei  Paschi’s 
archives,  which  include  the  bank’s  original  charter, 
account  ledgers  dating  to  the  early  16th  century, 
and  the  minutes  of  a disciplinary  hearing  in  1610 
that  sentenced  a teller  to  death  for  cheating.  The 
Museum  hopes  to  cooperate  with  the  Monte  dei 
Paschi  and  other  Italian  institutions  to  organize  an 
exhibition  on  the  origins  of  modern  banking.  03 


Financial  History  ~ Fall  2000 


WWW.FINANCIALIIISTORY.ORG 


J &uss 


Visitor  Survey 
Indicates  Overwhelming 
Confidence  in  Markets 

80%  think  market  will  be  up  in  a month 


The  results  of  the  Museum’s 
latest  survey  indicate  overwhelming 
confidence  in  the  financial  markets, 
with  80%  of  visitors  polled  in  the 
Museum  gallery  responding  that  they 
believe  the  market  will  be  up  a month 
from  now.  Only  16%  said  they  fear  a 
crash  in  the  next  six  months. 

The  Museum’s  survey  system 
enables  visitors  to  sign  an  automated 
guest  ledger,  respond  to  a multiple 
choice  survey,  and  print  personalized 
souvenirs  from  a working  1870 
replica  stock  ticker.  Survey  questions 
track  reactions  to  Museum  exhibits 


and  programs,  as  well  as  the  public’s 
involvement  in,  and  confidence  in,  the 
capital  markets. 

As  of  October  2000,  the  results 
indicate  that  68%  of  visitors  invest  in 
the  stock  market,  and  85%  of  those 
investors  trade  online.  73%  said  they 
regularly  watch  a financial  television 
network  or  read  a financial  publica- 
tion. 96%  described  their  visit  to  the 
Museum  as  very  interesting  or 
interesting,  with  91%  taking  away 
from  the  exhibits  a significant  amount 
of  information  they  did  not  previously 
know.  EO 


Museum  Expands 
Web  Opportunities  with 
New  Online  Partners 

The  Museum  recently  teamed  up  with  two  online  services 
to  enhance  its  capabilities  on  the  web.  This  September,  the 
Museum  launched  its  first  Annual  Fund  campaign  on 
GivingCapital.com,  an  internet  application  that  enables 
people  to  make  secure  online  donations  of  $150  or  more. 
Donations  to  this  campaign  will  qualify  as  donor-tier 
membership  in  the  Museum  and  will  underwrite  the 
day-to-day  pursuit  of  the  Museum’s  mission  — to  preserve, 
exhibit,  and  teach  — from  collection  care  to  building 
the  Museum’s  reference  and  scholarly  capabilities,  to 
creating  internship  opportunities.  The  campaign  can  be 
accessed  directly  from  the  membership  page  of  the 
Museum’s  website  at  www.financialhistory.org,  or  through 
www.givingcapital.com. 

The  Museum  Shop  has  also  signed  on  with  an  online  ser- 
vice, MuseumShop.com,  a collaborative  museum  retail  site 


that  gives  visitors  the  largest  searchable  selection  of 
museum  products  online.  The  company  promotes  an 
impressive  array  of  museum  gift  shops,  including  the 
Louvre,  the  Whitney  and  the  Museum  of  Modern  Art. 
The  Museum  plans  to  launch  its  page  on  MuseumShop.com 
in  Spring  2001,  at  which  time  it  will  take  over  all  of  the 
Museum’s  online  retail  operations.  HD 
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Sometimes 

Stakeholders 

Win 

By  Brian  Grinder  & Dan  Cooper 

It  was  the  New  Year  (1955)  and 
1, zoo  residents  of  Follansbee,  West 
Virginia  (population  4,500)  gathered 
at  the  steel  mill-turned-banquet  hall 
for  a “victory”  dinner.  For  in  August 
of  1954,  events  began  to  unfold  that 
had  threatened  the  town’s  very 
existence. 

The  major  employer  in 
Follansbee  was  the  steel  mill  owned  by 
the  Follansbee  Steel  Corporation  of 
Pittsburgh.  The  mill  employed  about 
730  workers,  boasted  an  annual 
payroll  of  $5  million,  and  contributed 
65  percent  of  the  town’s  municipal  tax 
revenue.  All  of  this  was  threatened  by 
the  sale  of  the  company  to  a group 
lead  by  Fred  W.  Richmond,  who 
planned  to  sell  the  West  Virginia  steel 
mill  inventory  and  equipment  to  the 
Republic  Steel  Corporation. 

Republic  Steel,  much  to  the 
consternation  of  the  residents  of 
Follansbee,  wanted  to  move  the  mill 
to  one  of  its  facilities  in  Gadsden, 
Alabama.  To  add  insult  to  injury,  only 
about  150  employees  from  the 
Follansbee  mill  were  offered  jobs  in 
Alabama.  According  to  The  New  York 
Times,  the  residents  of  Follansbee  felt 
the  deal  would  “make  their  commu- 
nity a ghost  town.” 

Marcus  A.  Follansbee,  president  of 
the  company,  claimed  that  the  sale  of 
the  mill  was  out  of  his  control  and  did 
nothing  to  aid  the  town  that  bore  his 
name;  the  town  where  his  forebearers 
founded  the  company.  Follansbee  had 
been  struggling  since  he  replaced  his 
father  as  president  of  the  company  to 
modernize  and  place  the  firm  on  solid 


financial  footing,  but  even  a $34 
million  expansion  in  1952  failed  to 
achieve  satisfactory  results.  The  com- 
pany lost  money  in  the  first  half  of 
1954,  and  its  stock  price  had  fallen  to 
about  $11  a share  when  a group  led  by 
Fred  Richmond  made  an  unsolicited 
offer  to  buy  the  company  for  $20  a 
share.  At  first  Follansbee  resisted,  but 
eventually  his  frustrations  about  the 
business  convinced  him  to  sell.  In  mid- 
August  the  board  of  directors  called 
a shareholders  meeting  for  October  1 5 
to  vote  on  the  offer. 

In  mid-September,  however,  the 
Republic  Steel  deal  was  announced,  and 
the  town  of  Follansbee  went  on  the 
offensive.  Six  minority  shareholders 
from  Follansbee  sought  an  injunction 
from  the  County  Court  judge  to  block 
the  sale.  These  six  were  soon  joined  by 
a number  of  other  Follansbee  residents 
who  were  also  company  stockholders. 
The  legal  wrangling  continued  for 
weeks  until  a West  Virginia  judge  finally 
ruled  that  there  was  no  legal  reason 
to  block  the  sale.  It  was  late  October 
and  the  shareholder  vote  was  just  a 
few  days  away. 

When  the  vote  took  place  on 
November  1 after  numerous  post- 
ponements, shareholders  overwhelm- 
ingly approved  the  sale.1  But  the 
battle  was  not  over  yet,  as  a number  of 
competing  offers  surfaced.  More 
importantly,  the  federal  government 
had  not  yet  weighed  in  on  the  matter. 
Since  the  announcement  of  the  sale, 
three  other  offers  to  buy  the  company 
had  been  received  by  the  board  of 
directors.  The  first  offer  from  W.E. 
Marsh,  an  attorney  for  an  unidentified 
business  group,  proposed  the  pur- 
chase of  51  percent  of  the  company, 
but  the  board  quickly  rejected  it. 
Another  offer  came  from  Cyrus  Eaton 
and  Lois  Berkman  for  $21  a share, 
and  a third  offer  from  one  Arlene 
Warner  who  offered  a flat  $9.4  million 
dollars  for  the  company.  Both  groups 


promised  to  keep  the  mill  in  Follans- 
bee, but  both  offers  were  rejected  by 
the  board  as  not  “substantially  better 
than  the  Richmond  proposal.”2 

By  now,  the  plight  of  Follansbee 
had  attracted  the  attention  of 
congressmen  from  West  Virginia  and 
neighboring  Ohio.  This  eventually  led 
Senator  William  Langer,  chairman  of 
the  Antimonopoly  Subcommittee,  to 
investigate  the  “competitive  relation- 
ship of  Republic  and  Follansbee.” 
On  November  29,  the  U.S.  District 
Court  blocked  the  sale  of  Follansbee 
Steel  to  the  Richmond  group  citing  the 
board’s  failure  to  include  information 
in  the  proxy  report  concerning  the 
benefits  that  would  accrue  to 
company  officials  as  a result  of  the 
sale  to  Richmond.3  Richmond  finally 
conceded,  and  after  Republic  Steel 
agreed  to  release  him  from  the  sale 
commitment,  he  announced  that  the 
Follansbee  steel  mill  would  be  sold  to 
the  Eaton  group. 

Application  to  Modern  Finance 

The  town  of  Follansbee’s  victory  over 
powerful  corporate  entities  illustrates 
the  need  for  corporations  to  carefully 
consider  how  their  actions  affect 
stakeholders.4  Today,  the  post- World 
War  II  business  environment  is  gener- 
ally seen  as  healthy  and  prosperous. 
Those  who  remembered  business  con- 
ditions during  the  Depression,  how- 
ever, feared  that  depression  would 
again  rear  its  ugly  head  once  the  war- 
fueled  economy  slowed. 

New  up-and-coming  financiers, 
however,  were  beginning  to  emphasize 
the  primacy  of  shareholder  wealth 
maximization  to  the  exclusion  of 
nearly  everything  else.  This  was  also 
an  era  of  transition  from  family 
owned  and  managed  firms  to  widely 
dispersed  corporate  ownership. 
This  transition  may  have  been  on 
Senator  Langer’s  mind  when  he 
pondered  whether  the  Follansbee  sale 
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Republic  Steel  Corporation  specimen  certificate  from  the  Museum’s  permanent  collection. 
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to  Richmond  “was  designed  to  lead  to 
an  improper  acquisition  of  a small 
independent  competitor  by  a larger 
competitor  which  will  tend  to  lessen 
competition.” 

Today,  corporate  attitudes  towards 
stakeholders  have  changed  dramati- 
cally. For  instance,  it  is  not  uncommon 
for  corporations  to  offer  employees  day 
care  and  fitness  services.  The  increased 
value  of  human  capital  has  forced  cor- 
porations to  become  more  sensitive  to 
employee  needs. 

Trends  toward  environmental 
awareness  and  an  increased  social  con- 
sciousness among  corporations  have 
come  about  largely  as  a result  of  the 
persistence  of  minority  shareholders 
who  continued  to  press  corporations  to 
act  more  responsibly.  Of  course,  the 
government  has  wielded  considerable 
influence  on  corporations,  especially  in 
the  areas  of  environmental  protection 
and  employee  rights. 

The  rights  of  stakeholders,  once 
largely  ignored  in  academic  circles,  are 


now  seen  as  an  integral  part  of  today’s 
corporations.  Shareholder  wealth 
maximization  is  no  longer  viewed  as 
the  primary  goal  of  the  firm  to  the 
exclusion  of  everything  else.  Wise  cor- 
porate executives  realize  that  it  is  not 
possible  to  maximize  shareholder 
wealth  if  the  firm’s  other  stakeholders 
are  ignored. 

At  the  January  “victory”  dinner  in 
Follansbee,  Cyrus  Eaton  was  “hailed  as 
an  economic  Santa  Claus.”  Jobs 
had  been  preserved,  a town  had  been 
saved,  and  Follansbee  Steel  sharehold- 
ers received  a nice  premium  for  their 
stock.  Yet  not  everyone  was  satisfied. 
Richmond  sold  the  steel  mill  to  Eaton 
for  far  less  than  he  would  have  received 
from  Republic  Steel,  and  of  course 
Republic  Steel  was  unable  to  take 
advantage  of  assets  that  theoretically 
should  have  gone  to  the  highest  bidder. 
Decisions  such  as  whether  to  save 
a town’s  economic  base,  or  protect  an 
endangered  species  are  often  very  diffi- 
cult to  make.  Though  shareholders, 


interests  often  prevail,  sometimes  stake- 
holders win.  133 

Dr.  Dan  Cooper  is  the  president  of 
Active  Learning  Technologies.  Brian 
Grinder  is  chief  operating  officer  of 
Active  Learning  Technologies. 

Notes 

1.  The  New  York  Times  reported  that,  “A 
huge  block  of  proxy  votes  in  the  hands 
of  Marcus  A.  Follansbee,  president;  J.J. 
Harding,  vice  pres-  ident;  and  William 
B.  Paul,  company  attorney,  swung  the 
sale  over  the  objections  of  a minority 
group.”  The  NYT,  November  2,  1954, 
page  37. 

2.  The  Richmond  group  offer  totaled 
$9,286,620,  or  $20  a share;  the  Eaton 
group  offered  a total  of  $9,750,620,  or 
$21  a share;  and  the  Warner  offer  of 
$9.4  million  amounted  to  about  $20.25 
a share. 

3.  These  benefits  included  relief  from  as 
much  as  $6  million  in  liabilities  from 
pending  lawsuits  against  the  company, 
and  consulting  contracts  for  Follansbee 
and  another  top  company  official 
worth  as  much  as  $15,000. 

4.  A stakeholder  can  be  defined  as  any 
person,  organization,  or  institution  that 
is  significantly  affected  by  the  actions 
of  a corporation.  Examples  of  stake- 
holders include  employees,  communi- 
ties, suppliers,  and  customers. 
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By  Vivian  Lewis 

In  the  newly  capitalist  coun- 
tries of  Eastern  Europe  today,  finan- 
cial panics  erupt  regularly.  A system 
emerging  out  of  communism  without 
laws  on  ownership  and  shareholder 
rights,  without  a disinterested  admin- 
istration and  an  independent  judiciary, 
without  a free  press,  is  vulnerable  to 
abuses.  Historically,  in  the  early  days 
of  capitalism  in  absolutist  France, 
there  also  was  capitalism  without 
legal  and  administrative  rights,  and 
there  also  were  panics. 

Two  Paris  streets  recall  the  boom 
and  bust  in  the  early  i8th  century. 
Running  from  the  Arc  de  Triomphe  to 
the  Trocadero,  the  narrow  old  Rue 
Lauriston  is  named  after  a castle  on  the 
Firth  of  Forth  in  Scotland;  it  was  used 
until  the  French  Revolution  to  move 
goods  to  evade  taxes  payable  at  the 
gates  for  entering  the  city.  The  castle 
(plus  180  acres)  was  part  of  the  patri- 
mony inherited  by  the  Scottish  stock 
promotor  John  Law  of  Lauriston, 
founder  of  La  Compagnie  du  Missis- 


sippi. His  father,  William,  a successful 
Edinburgh  goldsmith,  purchased  Lau- 
riston (and  the  180  acres)  and  added  it 
to  the  family  name  to  mark  his  gentri- 
fication.  The  other  street  is  the  Rue 
Quincampoix  in  the  center  of  Paris, 
where  Law’s  Bourse  stood.  It  still  runs 
between  the  Forum  des  Halles  and  the 
Pompidou  Center,  but  it  no  longer  has 
any  financial  links. 

Tall  and  handsome  John  Faw  was 
only  to  become  “of  Lauriston”  at  age 
12,  and  his  father  died  soon  after. 
Law  was  born  in  Edinburgh  in  1671; 
by  the  time  he  turned  21  he  was 
already  a dandy  in  London,  a gambler 
with  enough  understanding  of  statis- 
tics to  play  the  odds,  a lady’s  man,  and 
one  fascinated  by  money  and  mathe- 
matics. In  1694,  Law  killed  another 
beau  about  town  in  a duel.  Sentenced 
to  hang  and  denied  on  appeal,  he 
escaped  from  prison  early  in  1695  and 
fled  for  the  Continent.  His  escape  was 
almost  certainly  aided  by  politically 
powerful  friends  bribing  guards  and 


pulling  strings. 

Law  headed  for  the  Continent, 
which  is  what  murderers  did  in  those 
days.  In  1697  he  turned  up  in  Paris,  a 
young  card  player  in  the  circle  of  the 
exiled  Catholic  King  James  II  of  Scot- 
land, the  King  over  the  Water.  He  may 
have  been  attracted  more  by  the  chance 
to  speak  English  than  by  Jacobite  sym- 
pathies. And  there  was  a lady,  Mme. 
Katherine  Seigneur,  nee  Knowles,  a 
Catholic  descendent  of  Henry  VIII’s  sec- 
ond wife,  Anne  Boleyn,  sister  of  the  Earl 
of  Banbury,  married  to  a Frenchman. 
She  eloped  with  Law,  becoming  his  mis- 
tress for  the  rest  of  his  life,  bore  him 
two  children,  became  his  heir,  but  could 
never  become  his  wife. 

Law  and  Katherine  moved  to 
Venice,  where  he  made  a fortune  at 
the  gambling  tables.  By  1804,  upon 
the  accession  of  Queen  Anne,  he  went 
home  to  his  mother  in  Edinburgh  with 
Katherine.  Although  he  was  a wanted 
man  in  England,  Scotland  then  was 
still  treated  as  a separate  country. 


Financial  History  - Fall  2000 


12 


WWW.  FI  NAN  CIA  LIII  STORY.ORG 


V, 

m wJ 


To  ingratiate  himself  with  the  new 
monarch.  Law  wrote  an  Essay  on  a 
Land  Bank,  proposing  that  paper 
money  be  issued  against  the  value  of 
land.  Queen  Anne  was  not  impressed 
by  the  work  of  a convicted  escaped 
felon.  The  following  year,  still  in  Edin- 
burgh, he  published  an  anonymous 
pamphlet  to  try  to  solve  the  problems 
Scotland  faced  following  the  ill-fated 
attempt  to  settle  New  Caledonia.  The 
publisher  of  Money  and  Trade  Consid- 
ered with  a Proposal  for  Supplying  the 
Nation  with  Credit  was  Law’s  aunt, 
making  it  easy  to  trace  the  author.  The 
ensuing  political  debate  drew  attention 
to  Law’s  presence,  so  it  was  prudent  to 
again  leave  the  British  Isles  in  1705. 
The  following  year,  Katherine  bore  him 
a son,  also  called  John  Law,  in  The 
Hague.  With  the  newborn  in  tow,  they 
then  moved  to  Vienna,  in  an  unsuccess- 
ful attempt  to  persuade  the  Emperor  to 
try  his  paper  money  scheme. 

Turned  down,  Law  next  turned  his 
attention  to  France  in  1706,  then  in 


the  waning  days  of  Louis  XIV’s 
monarchy.  The  “Sun  King”  had 
bankrupted  his  country  with  the 
extravagant  construction  of  Versailles 
and  a never-ending  series  of  wars. 
Although  Law  managed  to  gain  access 
to  the  King’s  nephew,  Philippe  Due 
d’Orleans,  with  whom  he  discussed 
economic  ideas,  as  a Protestant,  he 
was  denied  access  to  the  Sun  King, 
who  had  become  increasingly  bigoted 
in  his  old  age.  Soon  Law  took  off 
again  for  Italy,  where  his  second  child, 
a daughter,  Katherine,  was  born. 

In  1713  Louis  XIV’s  son,  grandson, 
and  great  grandson  all  died  suddenly, 
and  the  Sun  King’s  heir,  the  eventual 
Louis  XV,  was  only  four  years  old.  In 
1715,  Louis  XIV  died,  and  with  the 
future  king  too  young  to  rule,  his 
uncle,  Law’s  patron  d’Orleans, 
became  Regent. 

Law  adopted  French  nationality  in 
order  to  start  up  La  Banque  Generale, 
an  unregulated  private  bank.  A 
scheme  to  create  a government  bank 


ran  into  too  much  political  opposition 
even  for  a friend  of  the  Regent.  The 
Due  de  Saint-Simon  presciently 
warned  that  in  an  absolute  monarchy, 
there  was  nothing  to  stop  the  king 
from  looting  the  bank. 

But  Law  sought  to  control  public 
perceptions  of  his  actions,  and  was  a 
master  of  “spin.”  Among  its  first 
depositors  was  the  Regent,  who  very 
conspicuously  placed  one  million  livres 
with  Law.  The  bank  would  issue  paper 
money  against  these  deposits,  which 
also  were  treated  as  shares  of  the  bank. 

Encouraging  people  to  place  money 
with  Law  was  a contemporary  finan- 
cial panic  during  which  France  tried  to 
stop  the  export  of  gold  coinage  and 
draconian  taxes  were  imposed.  Those 
who  tried  to  flee  with  their  money  were 
heavily  fined,  pilloried  and  sometimes 
sentenced  to  death.  The  financial  crisis 
was  part  of  the  deluge  Louis  XIV  had 
predicted  would  come  after  him.  Law 
accepted  up  to  75  percent  in  paper 
money  for  deposits/shares,  redeemable 
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in  specie  (gold  or  silver),  which  of 
course  made  his  institution  attractive. 
But  it  was  not  an  easy  sell. 

At  this  time,  a wealthy  Parisian 
financier  found  himself  facing  rather 
arbitrary  taxes  of  6.6  million  livres,  as  a 
result  of  which  he  relinquished  his  con- 
cession in  the  Colonies,  a vast  tract 
stretching  from  the  mouth  of  the  Mis- 
sissippi River  3000  miles  north  to  Min- 
nesota and  parts  of  Canada.  Law 
stepped  in  to  take  the  concession  over 
for  100  million  livres  by  selling  shares 
in  a stock  company,  payable  not  only 
with  gold  or  paper,  but  also  with 
Crown  debt,  the  state  bonds  which  had 
been  issued  by  the  late  king.  To  further 
his  plan,  he  converted  very  publicly  to 
Roman  Catholicism. 

And  so,  in  1717,  the  scheme  to  cre- 
ate the  first  French  joint  stock  company 
was  born,  La  Compagnie  du  Missis- 
sippi, also  called  La  Compagnie  d’Occi- 
dent.  The  company  seal  is  described  by 
Hodding  Carter  as  “a  river  god  leaning 
upon  a cornucopia  from  which  cas- 
caded a stream  of  golden  coins.”  Again 
there  was  a political  contretemps,  but 
thanks  to  his  friendship  with  d’Orleans, 
Law  prevailed.  Soon  a concession  for 
trading  with  the  East  Indies  and  Senegal 
were  merged  into  the  company.  The 
shares  traded  on  the  Bourse. 

As  part  of  the  arrangement, 
La  Banque  Generate  was  nationalized, 
and  Law  was  bought  out.  Law’s  prior 
check  (if  there  was  any)  on  the 
number  of  notes  circulated  came  to  an 
end.  In  fact,  all  transactions  worth 
more  than  600  livres  had  to  be  made 
either  with  paper  or  gold.  Since  there 
was  not  enough  gold,  the  Regent 
could  start  the  printing  presses  rolling 
whenever  the  country  needed  money. 
Within  a year,  a critical  observer  noted 
that  the  presses  were  rolling  day  and 
night.  Thus,  the  preconditions  were  in 
place  for  frenzied  speculation  in  stock, 
fabulous  fortunes,  and  extravagance 
and  excess  in  all  things. 

To  buy  the  new  concessions,  Law 
issued  new  shares,  via  a rights 
subscription.  For  every  50,000  livres 


in  “mother”  Mississippi  shares,  new 
500  livre  “daughter”  shares  could  be 
bought  (for  cash,  not  state  bonds). 
The  speculation  was  incredible.  On 
the  Rue  Quincampoix,  it  was  reported 
at  the  time,  a hunchback  made  his  for- 
tune by  offering  his  hump  to  be  used 
as  a portable  writing  desk  for  share 
trading.  The  crowds  were  such  that 
barriers  had  to  be  erected  for  blocks 
around  the  Bourse.  To  get  a chance  to 
buy  shares,  great  ladies  were  prepared 
to  offer  their  favors.  Fortunes  were 
made  by  Law’s  coachman  and  gar- 
dener for  giving  people  access  to  him. 
People  killed  for  shares. 

The  unleashed  printing  presses  at  La 
Banque  created  the  preconditions  for 
speculation.  Interest  rates  fell  to  two 
percent.  The  price  of  land  in  France 
went  up  300  to  400  percent  as  the 
money  supply  ballooned.  Inflation  was 
rampant,  and  the  price  of  food  began  to 
creep  up,  to  rise  as  much  as  25  percent 
a month  at  the  start  of  1719.  The  boom 
was  not  confined  to  France.  In  England, 
the  contemporary  South  Sea  Bubble 
was  fed  by  the  increased  money  supply 
from  France.  Speculation  was  better 
controlled  there  because  there  were 
more  checks  on  the  monarch. 

Law,  with  his  crafty  knowledge  of 
crowd  psychology,  played  on  the  public 
greed  for  ever  more  shares.  There  were 
rights  issues  and  “granddaughter” 
shares,  the  ownership  of  which  always 
favored  owners  of  the  earliest  stock. 

Meanwhile  desperate  Europeans, 
many  from  the  German  statelets, 
sought  to  escape  on  Law’s  ships  from 
their  famines  and  hardship.  These  vol- 
unteers were  not  enough.  The  French 
contingent  was  rounded  up  from  pris- 
ons and  slums.  Any  criminal,  vagabond 
or  prostitute  who  Law’s  mercenary 
army  of  “archers”  could  round  up,  plus 
those  in  hospitals  and  orphanages,  were 
shipped  to  the  New  World.  British  set- 
tlers, mostly  Irish,  were  also  press 
ganged.  And  of  the  5,000  who  sailed 
for  the  Land  of  Cockagne,  more  than 
half  died.  They  died  in  port  and  on 
crowded  ships  of  scurvy.  They  died  in 


fetid  New  Orleans  (est.  1719  and 
named  after  the  Regent),  wracked  with 
malaria  and  yellow  fever.  They  died  of 
disease  and  in  ambushes  by  Spaniards 
and  Indians  on  the  banks  of  the  Great 
River,  and  in  its  floods. 

Law  made  efforts  to  try  to  keep  the 
image  of  cornucopia  from  being 
tarnished  by  the  misery  in  Mississippi. 
News  about  the  riches  of  the  American 
territories  was  released  as  needed, 
telling  of  totally  fantastical  finds  of 
silver  and  furs  and  precious  stones,  sim- 
ilar to  what  stock  promoters  have  done 
ever  since.  The  bonanza  was  founded 
on  a lie,  and  Law  kept  the  ball  in  the  air. 
By  early  1719,  when  for  the  first  time 
Compagnie  share  prices  started  to  fall 
sharply,  Law  had  invented  yet  another 
mechanism  for  speculation,  called 
“primes,”  which  Gleeson  says  were 
primitive  call  options,  giving  those  who 
paid  10  percent  the  right  to  purchase 
shares  later  at  a set  price. 

The  1719  debacle  led  to  new 
restrictions  on  the  export  from  France 
not  only  of  bullion  and  gold  coins,  but 
of  precious  stones,  candelabras,  and 
even  furniture  or  dishes  made  with 
valuable  materials.  To  stem  the  out- 
flow, Law  bought  the  Royal  Bank  and 
the  government’s  stake  in  the  Missis- 
sippi Company  at  a vast  premium. 
This  was  not  enough  to  end  the  crisis 
of  confidence.  Soon  new  decrees 
banned  not  just  the  export  but  the 
ownership  of  precious  metals  (which 
the  U.S.  too  tried  in  1937).  At  Law’s 
urging,  the  Regent  decreed  that  only 
paper  money  could  be  used  for  pay- 
ments, and  that  all  surplus  gold  and 
silver  would  have  to  be  turned  in  to  the 
bank  for  notes.  And  Law  stopped  sup- 
porting the  price  of  Mississippi  stock. 

The  impact  on  the  stock  price  was 
the  reverse  of  what  was  intended. 

It  went  into  free  fall.  The  panic  had 
begun. 

It  was  in  this  chaos  that  two 
aristocrats  killed  their  stockbroker  in 
a cafe  at  the  corner  of  the  Rue  Quin- 
campoix and  the  tiny  Rue  de  Venise,  a 
site  you  can  visit  to  this  day.  (Despite 
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Rue  Quincampoix  in  the  year  1720.  A true  picture  of  the  wind-trade  on  the  Rue  Quincampoix. 


their  connections  they  were  broken  at 
the  wheel,  a horrible  death  meant  to 
teach  a lesson  to  the  Court.)  Law  and 
his  family  had  to  go  into  hiding.  And 
d’Orleans  abandoned  Law,  who  was 
asked  to  resign  his  posts  in  June  1719. 
Then  the  ban  on  owning  gold  and  sil- 
ver was  rescinded  — leaving  the  (mis- 
taken) impression  around  France  that 
Law  had  been  responsible  for  the 
decree.  Stockholders  in  the  Mississippi 
Company  lined  up  around  the  block 
in  a desperate  attempt  to  get  specie  for 
their  paper,  as  rumors  of  redemption 
spread.  Of  course,  there  could  be  no 
redemption.  The  paper  was  worthless, 
as  it  had  always  been. 

To  add  to  the  national  misery,  an 
outbreak  of  plague  killed  100,000 
Frenchmen.  In  Paris,  one  out  of  every 
three  inhabitants  died,  15,000  people. 

Law  escaped  with  his  life  late  in 
1719,  and  it  took  four  years  before  he 
could  be  joined  by  his  family.  His  polit- 
ical foes  sought  to  find  hidden  assets 
and  to  cash  in  on  the  sounder  bits  of 
the  structure  he  was  forced  to  abandon. 
Law  was  investigated,  the  bank  was 
examined  minutely,  the  council  looked 
into  the  Mississippi  Company  and  took 
back  its  assets.  No  fewer  than  800  gov- 
ernment investigators  set  to  work, 
attributing  blame  and  fines,  seeking 
Law’s  hidden  wealth,  which  did  not 
exist.  Law’s  brother  (who  lived  in 


France)  was  arrested.  The  Bourse  was 
shut  down.  In  the  end,  they  could 
prove  nothing  against  Law. 

Law  spent  his  last  years  in  England 
and  then  Venice,  where  he  died  in 
1729.  His  son  barely  survived  him,  but 
his  daughter  married  Lord  Walling- 
ford, her  cousin,  and  was  a society 
beauty.  Law  was  buried  in  a solemn 
high  mass  by  the  papal  nuncio  in  San 
Gemignano  Church.  In  1810, 
Napoleon  ordered  it  to  be  destroyed, 
and  by  a quirk  of  fate  his  great-nephew 
Alexander  Law  was  one  of  the  gover- 
nors of  the  city.  He  arranged  for  Law’s 
remains  to  be  reburied  in  the  Church  of 
San  Moise,  where  they  are  still. 

Was  Law  responsible  for  the  failure 
of  the  Mississippi  Company,  the  crash 
of  the  stock  market,  the  huge  inflation 
and  crisis  when  the  French  printing 
presses  turned  out  fiat  money?  It  is 
ambiguous.  A sometime  economic  his- 
torian who  studied  the  man,  Karl 
Marx,  summed  it  up:  Law  had  “the 
nicely  mixed  character  of  swindler  and 
prophet.”  He  did  his  work  in  an  econ- 
omy already  ruined.  And  apparently 
did  not  enrich  himself;  but  he  meant  to. 

For  Hodding  Carter,  Law  planned 
“to  substitute  his  company  for  the 
French  Treasury  itself,  lending  money 
to  the  government,  selling  stock  to  the 
public,  and  collecting  all  taxes  and 
other  revenues  for  a fee.”  His  bold 


plan  failed.  But  it  is  a familiar 
description  of  many  a Russian 
oligarch  today.  HD 
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that  had  derailed  stocks  the  previous 
summer  was  over,  and  so  looking 
ahead,  investors  were  modestly  bullish. 

Politically,  i860  was  the  culmination 
of  a gradually  escalating  cold  war 
between  the  North  and  the  South. 
The  North-South  polarization  started 
as  early  as  1808,  when  Congress 
banned  the  importation  of  slaves  over 
Southern  protest.  As  the  nation  grew  in 
geographical  area,  disagreement  arose 
over  the  expansion  of  slavery  into  the 
new  states  and  territories.  Violent 
confrontations  became  more  frequent. 
John  Brown  and  his  followers  raided 
the  federal  arsenal  at  Harper’s  Ferry, 
Virginia  on  October  16,  1859.  In  the 
North,  Brown  and  his  anti-slavery  zeal 
found  sympathizers;  in  the  South,  he 
was  viewed  as  a murderous  fanatic, 
somehow  representative  of  the  North’s 
attitude  toward  the  South. 

Lincoln,  in  a few  lines  of  a letter  to 
Alexander  H.  Stephens  of  Georgia,  best 
summarized  the  opposing  viewpoints: 
“You  think  slavery  is  right , and  ought 
to  be  extended;  while  we  think  it  is 
wrong  and  ought  to  be  restricted.  That 
I suppose  is  the  rub.  It  certainly  is  the 
only  substantial  difference  between  us.” 

If  the  thoughtful,  almost  detached 
tone  of  Lincoln’s  verse  was  at  all  typical 
of  the  way  Republicans  and  other 
Northerners  thought,  then  the  follow- 
ing communication  from  Lawrence 
Keitt  of  South  Carolina  to  one  of  his 
constituents  in  Charleston  captures  the 
mood  of  the  so-called  fire-eaters: 
“I  believe,  with  the  Republican  party  in 
power,  that  there  can  be  neither  peace 
nor  tranquillity  in  the  Union.  If  Mr. 
Lincoln  is  elected,  I shall  urge  disunion, 
because  the  South  will  be  in  danger 
from  the  principles  and  the  policy  of  his 
administration.” 

John  Brown  was  hung  on  Decem- 
ber 2,  1859.  The  new  Congress  started 


Although  Presidents  have  often 
moved  financial  markets  with  their 
words  and  deeds,  in  only  one  case  did 
a Presidential  election  by  itself  cause  a 
crash.  Without  exaggeration,  the  i860 
election  ended  a bull  market  in  stocks, 
started  a business  depression,  and 
arguably  started  a war.  That  war,  the 
bloodiest  in  American  history,  was  the 
U.S.  Civil  War;  and  the  President 
elected  was  Abraham  Lincoln. 

Today,  the  Crash  of  1929  is  thought 
of  as  a major  watershed  in  history. 
Before  1929  were  the  “horse  and 
buggy”  days,  a primitive  time 
when  the  nation  was  still  in  the 
process  of  being  cut  from  virgin 
forests.  After  1929,  the  world 
became  recognizable  as  modern. 

Yet  i860  was  also  a major  water- 
shed. Still  colonial  in  many  ways 
before  i860,  the  United  States  became 
much  more  modern  technologically  and 
in  its  institutions  after  the  Civil  War. 

At  the  start  of  i860,  onlookers  saw 
another  year  of  economic  recovery  from 
the  Panic  of  1857.  Recovery  had  been 
generally  rapid,  although  geographically 
uneven.  The  western  agricultural  states 
(today’s  Midwest)  were  recovering 
slowly,  hampered  by  a lack  of  demand 
for  food  from  Europe.  Manufacturing 
across  the  entire  North  was  recovering 
more  quickly,  but  the  memories  of 
bankruptcies  and  unemployment 
remained  vivid.  The  South  had  been  rel- 
atively untouched,  as  prices  of  cotton 
and  sugar  held  up  and  yields  increased, 
compared  to  Western  wheat,  which  had 
dropped  by  40  percent  since  1855. 
This  led  to  a feeling  of  economic  invinci- 
bility in  the  South,  epitomized  by  South 
Carolina  Senator  John  Hammond’s 
“Cotton  is  King”  speech  in  1858. 

Conditions  on  Wall  Street  were  also 
improving  at  the  start  of  i860. 
The  war  between  France  and  Austria 


•INANCIAL 


I STO KY 


Hall  2000 


E 


WWW.riNANCIAI.llISTORV.ORG 


three  days  later  with  that  memory 
fresh  in  their  minds.  Nothing  could  be 
agreed  on,  not  even  who  was  to  be 
Speaker  of  the  House.  Government 
was  virtually  shut  down  as  a result. 
Because  there  were  no  appropriations, 
government  bills  were  not  paid,  even 
those  of  the  Post  Office.  As  unspent 
tax  revenue  piled  up  in  the  Treasury, 
interest  rates  rose  in  New  York, 
causing  the  stock  market  to  sag. 

A speaker  was  finally  chosen  on 
February  i,  i860.  Interest  rates  fell 
and  stocks  rose  as  money  that  had 
been  locked  up  in  the  Treasury  was 
spent.  Other  factors  also  helped  stocks 
to  rise;  railroad  earnings  were  improv- 
ing, and  Europeans  were  importing 
more  than  expected.  Railroad  stocks 
were  up  20  percent  by  early  May,  and 
temporarily  peaked  the  week  of  May 
14,  coincidentally  the  week  of  the 
Republican  National  Convention. 

The  Democratic  National  Conven- 
tion in  Charleston  began  on  Monday, 
April  23,  and  the  entire  week  was 
wasted  trying  to  draft  a platform  that 
would  please  everyone.  Delegates  of 
eight  deep  Southern  states  finally 
walked  out.  The  remaining  delegates 
adjourned  on  May  3,  having  accom- 
plished nothing  additional.  The 
Republican  Convention  opened  on 
May  16.  Unlike  the  Charleston 
convention,  only  one  day  was  needed 
to  approve  a platform  and  one  more 
to  nominate  Lincoln. 

The  possible  implications  of  the 
Republican’s  overtly  anti-slavery 
platform  were  lost  on  Wall  Street, 
which  at  the  time  was  absorbed  in  a 
minor  scandal.  The  Pacific  Mail 
Steamship  Company  was  about  to  pay 
a dividend  when  the  secretary  of  the 
company,  Frederic  Hoffman,  disap- 
peared with  the  stock  ledger.  On  the 
street,  the  assumption  was  immedi- 
ately made  that  Hoffman  had  forged 
shares  and  sold  them,  which  later 
turned  out  to  be  true.  Pacific  Mail 
shares  took  a beating  until  it  became 
clear  that  the  overissue  was  small;  it 
came  only  to  about  1,200  shares 


above  the  40,000  authorized. 

Stocks  drifted  downward  for  seven 
weeks  after  the  top  in  mid-May.  Most 
of  the  previous  year’s  grain  harvest 
had  been  shipped  east  by  the  end  of 
April,  leaving  the  western  railroads 
little  to  do  except  carry  passengers 
until  the  harvest  began  in  July. 
The  news  of  renewed  war  in  Italy  was 
a negative  influence.  Investors  feared 
that  the  war  could  expand  to  include 
France  and  Austria.  A drop  in  bond 
prices  in  London  and  Paris  affected 
New  York  despite  the  time  lag  in 
delivering  the  news  by  steamship. 

After  the  second-chance  Democra- 
tic Convention  ended  in  Baltimore  on 
June  23,  the  split  in  the  party  was 
final.  Illinois  Senator  Stephen  A. 
Douglas  was  the  candidate  of  the 
Northern  Democrats,  while  current 
Vice  President  John  C.  Breckinridge 
was  the  candidate  of  the  Southern 
Democrats.  The  full  meaning  of  the 
split  didn’t  register  with  Northerners. 
The  June  26  New  York  Herald  said, 
“The  decline  in  [stock]  prices  is  in  part 
ascribed  to  the  split  in  the  democracy 
at  Baltimore  and  the  approach  of  a 
purely  sectional  contest  for  the  Presi- 
dency. A few  days  will  dissipate  this 
ground  of  alarm.  Whoever  be  elected 
of  the  various  candidates  now  before 
the  people,  the  Union  will  be  pre- 
served and  the  prosperity  of  the  coun- 
try will  not  be  materially  affected.” 

While  obviously  wrong  about  the 
long  term,  the  Herald  was  right  to  be 
bullish  in  the  short  term.  A fantastic 
grain  harvest  was  growing  in  the 
Northwest,  while  in  Europe  it  was 
cold  and  rainy.  If  weather  conditions 
continued,  grain  exports  would  be 
gigantic  and  the  railroads  would  have 
as  much  freight  as  they  could  handle. 
The  stock  market  pushed  higher  and 
higher.  Adding  fuel  to  the  fire,  the  five 
big  East-West  trunk  lines  met  twice 
that  summer  to  fix  rates  for  passen- 
gers and  freight,  temporarily  ending 
price  competition  between  them. 
By  early  August,  railroads  were  up  20 
percent  on  average  from  the  low  point 


eight  weeks  earlier.  When  the  market 
finally  peaked  on  September  25,  the 
average  railroad  share  had  gained 
about  40  percent  for  the  year.  Volume 
that  day  on  the  New  York  Stock 
Exchange’s  “printed  list”  was  a record 
47,058  shares.  New  York  & Erie, 
already  “a  favorite  football  for  bulls 
and  bears,”  had  gone  up  an  unbeliev- 
able 500  percent  in  nine  months. 

There  were  the  usual  comments 
about  investor  irrationality  and 
“bubbles”  as  stocks  kept  going  up. 
James  Gordon  Bennett,  the  owner  and 
general  editor  of  the  anti-Republican 
Herald,  had  this  to  say  regarding  the 
bull  market  on  July  24:  “We  advise  our 
readers  to  prepare  for  the  coming  crisis. 
Between  this  time  and  November  some- 
thing may  be  saved  from  the  wreck. 
Merchants  who  have  dealings  with 
Southern  traders  will  do  well  to  close  up 
such  affairs  as  soon  as  possible.” 

The  first  crack  in  the  market 
appeared  about  the  beginning  of  July. 
In  those  days,  there  was  a pronounced 
seasonality  to  the  nation’s  money 
supply.  Money  flowed  from  country 
banks  to  city  banks  in  winter  and 
spring,  then  flowed  back  during 
summer  and  fall  for  the  harvest.  New 
York  banks  made  money  on  such 
deposits  by  making  callable  loans  to 
stock  brokers.  True  to  form,  interest 
rates  on  call  money  bottomed  out  at 
four  percent  toward  the  end  of  May 
and  began  heading  up. 

More  cracks  appeared  near  the  end 
of  September.  It  was  rumored  that 
Chicago  &c  Rock  Island  Railroad  was 
going  to  omit  its  dividend;  a rumor 
which  Rock  Island’s  board  of  directors 
confirmed  on  October  2.  About  the 
same  time,  news  from  Europe  suggested 
that  Austria  might  intervene  militarily 
in  the  Italian  insurrection.  Such  action 
would  probably  provoke  a war  with 
France.  Alone,  these  concerns  would 
have  evaporated  in  a few  days. 
However,  state  elections  were  held  in 
Pennsylvania  (a  bellwether  for  the 
national  election)  and  Indiana  on  Octo- 
ber 9.  Republican  candidates  won  hand- 
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ily  in  both  states.  The  odds  were  now 
very  high  that  Lincoln  would  become 
the  nation’s  first  Republican  President. 

Secessionist  threats  from  the  South 
intensified  in  the  days  following  the 
Pennsylvania  election.  North-South 
commerce  dried  up  as  both  sides  began 
to  follow  Bennett’s  advice.  Railroad 
stocks  dropped  io  percent,  while  state 
bonds  of  North  Carolina  and  Virginia 
sank  eight  percent.  In  Baltimore, 
plunging  prices  of  mining  shares  led  to 
the  failure  of  the  banking  houses  of 
Josiah  Lee  & Co.  and  Appleton  & Co. 
Hoarding  of  gold  began. 

The  flight  from  paper  assets  to  gold 
turned  into  a panic  following  the  Novem- 
ber 6 election  day.  In  New  York,  stocks 
dropped  20  percent  in  two  weeks.  State 
bonds,  this  time  including  those  of  Ten- 
nessee and  Missouri,  fell  15-20 
percent.  Even  Treasury  bonds  took  a 
seven  percent  hit.  Bank  notes  circulating 
in  the  North  from  banks  south  of 
Washington,  D.C.  plunged  to  a 25 
percent  discount.  Four  days  after  the  elec- 
tion, the  South  Carolina  legislature  passed 
a bill  authorizing  banks  to  “suspend 
specie  payments,”  which  was  the  same  as 
saying  that  it  was  now  legal  to  repudiate 
bank  notes  presented  for  redemption  into 
gold.  This  action  was  not  just  a stab  at 
Northerners  holding  depreciated  bank 
notes;  South  Carolina  banks  held  less 
than  to 0 of  gold  for  every  dollar’s  worth 
of  bank  notes  in  circulation. 

Illinois  and  Wisconsin  banks  were  in 
particularly  deep  trouble  because  their 
bank  note  circulation  was  backed 
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heavily  by  Southern  state  bonds. 
The  value  of  their  bank  notes  fell  with 
the  value  of  the  collateral.  Since  banks 
were  required  by  law  to  redeem  their 
notes  with  gold  at  face  value,  they  had 
three  choices:  redeem  enough  bank 
notes  to  return  to  compliance  with 
state  banking  authorities,  put  up  more 
collateral,  or  go  out  of  business.  Over 
the  next  two  years,  over  80  percent  of 
banks  in  Illinois  and  about  50  percent 
in  Wisconsin  failed. 

Business  came  to  a standstill 
everywhere.  The  November  19  Herald 
said,  “The  Southern  banks  will  not  buy 
bills  on  New  York.  Debts  due  to  the 
North  cannot  be  collected  in  many  of 
the  Southern  states.  A battle  of  cur- 
rency has  begun  to  be  waged  between 
the  various  states.” 

The  stock  market  bounced  for  a 
few  days  after  a group  of  New  York 
banks  announced  they  would  collec- 
tively buy  Sterling  bills  to  bail  out 
local  exporters.  The  action  was  less 
important  than  the  show  of  solidarity; 
the  conditions  attached  were  so  bur- 
densome that  sellers  were  discouraged 
from  taking  advantage  of  the  offer. 
This  half-hearted  attempt  to  stop  the 
panic  might  have  worked  had  all  the 
bad  news  been  out,  but  it  wasn’t. 

The  last  leg  down  began  on 
Tuesday,  November  20,  when  the 
Farmers’  Bank  of  Virginia  suspended 
specie  payments.  A rumor  printed  in 
the  Washington  Star  indicated  there 
was  a “sudden  demand  for  $240,000 
made  on  them  by  some  parties  at  the 


North.”  By  Friday,  most  major  banks 
east  of  the  Mississippi  had  suspended 
specie  payments  or  were  in  the  process, 
with  the  exceptions  of  Fouisiana, 
Masachusetts  and  New  York.  While 
suspension  sounded  awful,  it  was  an 
act  of  self-preservation  on  the  part  of 
bankers.  Most  bank  notes  were  backed 
by  a specie  reserve  of  only  about  15 
percent.  New  York  banks  were 
required  to  keep  at  least  25  percent, 
but  only  banks  in  Louisiana  kept  a 
reserve  so  large  as  to  be  almost 
bullet-proof.  Most  banks  were  highly 
vulnerable.  Could  the  banks  in  Boston 
and  New  York  hold  out? 

There  was  no  Federal  Reserve  to  act 
as  lender  of  last  resort.  The  U.S.  Trea- 
sury was  in  no  position  to  help,  either. 
It  was  empty  and  having  difficulty  bor- 
rowing money  like  everyone  else  at  the 
moment.  All  that  reasonable  people 
could  expect  banks  to  do  in  such  a 
crisis  was  to  cling  to  deposits,  call  in 
existing  loans,  refuse  to  make  new 
loans,  and  ignore  requests  to  redeem 
their  bank  notes.  However,  this  road 
had  been  traveled  in  1857,  and  the 
result  had  been  a business  depression. 

Bankers  knew  the  key  to  ending  the 
panic  lay  in  removing  or  circum- 
venting the  legal  reserve  requirements. 
Changing  the  reserve  requirements 
would  require  an  act  of  the  legislature 
in  each  state.  It  might  be  doable,  but  it 
would  take  too  long  to  stop  the  panic. 
However,  the  banks  of  Boston,  New 
York  and  Philadelphia  had  a 
mechanism  for  getting  around  reserve 
requirements.  Only  in  these  three 
cities  did  banks  belong  to  clearing 
house  associations.  In  the  normal 
course  of  business,  banks  would 
accept  drafts  and  bank  notes  belong- 
ing to  other  banks  in  the  city.  Before 
clearing  houses  were  formed,  banks 
would  typically  settle  balances 
between  them  once  a week.  A runner 
would  go  from  bank  to  bank  making 
deliveries,  sometimes  having  to  wait  in 
line  with  runners  from  other  banks. 
The  system  was  cumbersome,  and  a 
central  place  for  settling  balances  was 
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Profits  & Presidencies 

The  Presidential  election  of  1860  had  a profound  impact  on  the  stock  market, 
turning  around  a bull  market  and  precipitating  a depression.  In  more  recent 
history,  the  Dow  Jones  Industrial  Average  (DJIA)  has  had  the  following  reac- 
tion to  American  Presidencies: 


President 

Term 

% Change  in  the  DJIA 

Bill  Clinton 

1993-Present 

+231.4 

George  Bush 

1989-1993 

+45 

Ronald  Reagan 

1981-1989 

+135-1 

Jimmy  Carter 

1977-1981 

-•9 

Gerald  Ford 

1974-1977 

+23.4 

Richard  Nixon 

1969-1974 

-16.5 

Lyndon  Johnson 

1963-1969 

+30.9 

John  F.  Kennedy 

1961-1963 

+12. 1 

Dwight  Eisenhower 

1953-1961 

+120.3 

Data  Source:  Bloomberg 


needed.  Clearing  houses  were  started 
in  New  York  in  1853,  Boston  in  1856, 
and  Philadelphia  in  1858. 

Philadelphia  banks  chose  not  to  act 
in  concert.  Boston  banks  took  a small 
step  together  by  agreeing  to  settle 
balances  between  them  using  bank 
notes  instead  of  gold  for  the  duration 
of  the  panic.  The  New  York  banks, 
however,  set  the  precedent  for  dealing 
with  panics  for  the  next  half  century. 
In  essence,  the  roughly  50  banks  in  the 
clearing  house  association  temporarily 
merged  into  one  (only  the  Chemical 
Bank  refused  to  participate).  They 
agreed  to  treat  their  gold  as  a single 
giant  reserve,  and  agreed  to  settle 
balances  between  them  with  clearing 
house  certificates.  A committee  was 
empowered  to  issue  interest-bearing 
certificates  to  any  member  bank  upon 
deposit  of  a certain  amount  of  stocks, 
bonds  and  other  approved  receivables. 
The  net  result  was  that  the  New  York 
banks  could  lend  freely  without 
regard  to  specie  reserve;  and  only  if 
depositors  and  bank  note  holders 
drained  the  combined  specie  reserve  to 
zero  would  banks  have  to  close. 

The  banking  panic,  at  least  in  the 
Northeast,  ended  with  the  show  of 
solidarity  by  the  New  York  and  Boston 
banks.  But,  prices  of  commodities  and 
stocks  continued  downward  for  two 


more  weeks,  culminating  on  December 
7 in  what  The  New  York  Times  called 
“Black  Friday.”  Railroad  stocks  were 
now  at  their  lowest  prices  of  the  year. 

From  that  point,  stocks  staged  an 
amazing  rally.  Between  Black  Friday 
and  the  start  of  the  new  year,  railroad 
stocks  went  up  by  zo  percent,  and 
returned  even  more  with  the  year-end 
dividends  included.  This  rally 
occurred  despite  continued  political 
agitation.  But  now  there  was  reason  to 
hope.  Congress  reconvened  at  the 
beginning  of  December,  and  North- 
erners and  Southerners  were  at  least 
talking  to  each  other,  even  if  members 
were  coming  to  work  armed.  A com- 
mittee was  appointed  to  find  a way  to 
resolve  the  slavery  issue.  And  even 
though  South  Carolina  voted  to 
secede  on  December  20,  indications 
were  that  the  secession  would  be 
peaceful.  Unfortunately,  the  hopeful 
feeling  would  not  last,  and  stocks 
would  have  a very  rough  1861. 

The  United  States  might  look  very 
different  had  Lincoln  not  been  elected. 
Although  President  Buchanan  did  not 
run  for  a second  term,  it  was  no  secret 
that  he  sympathized  with  the  South. 
Buchanan  delivered  his  last  annual 
message  to  Congress  on  December  3. 
In  it,  he  chastised  the  North  for 
spending  the  previous  25  years 


interfering  in  the  affairs  of  the  South, 
then  indicated  that  the  federal  govern- 
ment had  no  legal  right  to  force 
disaffected  states  to  remain  in  the 
Union.  Buchanan  also  proposed  a 
Constitutional  amendment  that  today 
we  would  find  completely  appalling: 
“An  express  recognition  of  the  right  of 
property  in  slaves  in  the  states  where  it 
now  exists  or  may  hereafter  exist.” 

Investors  sometimes  wonder  how  an 
election  will  impact  their  portfolios. 
The  election  of  i860  represents  the 
extreme  example;  the  highest  possible 
stakes  were  involved.  People  in  recent 
years  have  often  complained  that  Pres- 
idential races  are  boring.  Maybe  that’s 
not  such  a bad  thing  after  all.  E33 

Thomas  Kalinke  is  collecting  stock 
prices  and  dividend  information  in  an 
effort  to  extend  the  early  Dow  Jones 
daily  average  backward  from  1885 
through  i860. 
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agazi 

1 930-1  937 


By  Walter  John  Chilman 

Once  upon  a time  there  existed  a 
magazine  of  finance  and  commerce  of 
such  compelling  editorial  and  artistic 
flair  that  it  quickly  became  the  unoffi- 
cial journal  of  America’s  captains  of 
industry  and,  indeed,  of  most  edu- 
cated citizens.  That  magazine  was 
Fortune,  and  its  creator,  youthful 
Henry  Luce  (founder,  along  with  Yale 
sidekick  Brit  Hadden,  of  the  news 
weekly  Time  a half  decade  before)  had 
set  his  sails  on  nothing  less  than 
capturing  the  literary  fascination  of 
the  nation’s  upper  crust.  The  Roaring 
Twenties,  which  had  sharply  increased 
the  nation’s  wealth,  had  also  whetted 
the  curiosity  of  those  who  enjoyed 
wealth’s  favor. 

Luce  believed  that  a market  existed 
for  an  artistic  and  elegant  survey  of 
high  finance  and  high  culture,  and  he 
set  out  to  produce  it.  Along  the  way, 
he  became  spokesman,  interpreter  and 
educator  of  an  age  which  Penn  sociol- 
ogist E.  Digby  Baltsell  years  later 
would  call  “The  Protestant  Genera- 
tion.” But  that  didn’t  mean  that  all  of 
America  was  enjoying  ’20s  prosperity. 

Railroading,  fettered  by  decades  of 
indebtedness,  was  unable  even  to 


perform  the  maintenance  required  to 
redress  years  of  governmental  wartime 
negligence.  Pennsylvania  anthracite, 
long  the  sick  sister  of  American  indus- 
try, was  fighting  a losing  battle  for  the 
home  heating  market  with  Texas 
petroleum  and  Oklahoma  natural  gas. 
Midwest  farming,  after  decades  of 
declining  commodity  prices,  found 
itself  no  longer  able  to  pay  the 
mortgage  on  its  land.  And  American 
labor,  pinched  by  stagnate  wages  and 
rising  living  costs,  witnessed  its  posi- 
tion stifled  by  lifeless  union  leadership. 

Such,  however,  were  not  the  con- 
cerns of  Henry  Luce,  product  of 
Hotchkiss  and  Yale,  exponent  of 
America’s  affluence,  and  enthusiast  of 
the  spirit  of  Wall  Street  and  the 
dynamic  of  American  industry.  Son  of 
a Presbyterian  minister  from  Scranton, 
Pennsylvania,  Luce  wished  to  interpret 
the  world  of  commerce  in  terms  lyrical 
and  poetic,  choosing  for  his  maga- 
zine’s staff  authors  and  artists  instead 
of  accountants  and  economists. 
Launched  in  February  1930  at  a dollar 
a copy  ($10  per  year),  Fortune 
featured  hand-sewn  bindings,  elegant 
typeface,  and  beautiful  paper,  aiming 


to  become  the  most  beautiful  maga- 
zine in  the  nation.  The  nation,  how- 
ever, was  at  that  moment  suffering  a 
monumental  hangover  from  its  worst 
financial  crisis  ever.  October  and 
November  1929  had  seen  stock  values 
collapse  an  amazing  80  percent,  and 
bonds  60  percent. 

The  Corporate  Profiles 

Conventional  Republican  wisdom 
held  that  a brave  face  of  optimism 
could  overcome  the  stock  market’s 
reverses.  Fortune  complied  by  offering 
a beaming  study  of  entertainment 
giant  RCA,  a profile  of  the 
Rothchilds,  and  an  essay  on  how  to 
live  in  Manhattan  on  $25,000  a year 
in  its  first  edition.  When  stocks  began 
to  surge,  the  formula  seemed  to  be 
successful,  though  only  until  equity 
prices  relapsed  once  again.  Fortune 
reported  that  1930’s  first  quarter 
corporate  earnings  were  off  15  to  20 
percent  (biggest  losers  arising  in  autos, 
basic  steel,  and  railroading).  The  mag- 
azine nonetheless  insisted  that  “when 
1930  has  completed  its  allotted  12 
months  it  will  have  been  no  year  of 
disaster  and  calamity,  although  it  can 
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Fortune  founder  Henry  Luce  (Left);  covers  from  mid-iyjos  Fortune  magazines. 


hardly  hope  to  approach  the  records 
of  its  brilliant  predecessor.”  By  year’s 
end,  however,  corporate  payrolls  were 
down  a third,  commodity  prices  had 
hit  rock  bottom,  and  desperation  had 
gripped  the  nation.  All  through  the 
ensuing  two  years,  Fortune  persisted 
in  delivering  optimistic  “corporate 
profiles”  that  effusively  lauded  the 
wisdom  of  America’s  gilded  business 
leadership  in  a manner  that  might  be 
described  as  “Viewing  Life  Through 
the  Men’s  Club  Window.”  Readers 
toured  the  corporate  premises  of 
General  Motors,  Dupont  Chemical, 
AT&T,  IT&T,  A&P,  Big  Steel,  Little 
Steel,  the  Beauty  Business  and  the 
Pennsylvania  Railroad,  to  name  a few. 

In  an  article  that  would  haunt 
Fortune  for  years  to  come,  Swedish 
match  king  Ivar  Kreuger  was  dubbed 
as  “brilliant”  and  “noble.”  Told  was 
the  tale  of  youthful  Juan  Terry  Trippe, 
son  of  an  old  New  York  banking 
family  and  Yale  graduate  who  had 
recently  organized  Pan  American 
Airways  with  which  he  intended  to 
link  the  Americas  with  his  small  fleet 
of  Sikorsky  flying  boats.  Readers 
learned  how  clever,  hard-working 


Walter  Percy  Chrysler  had  risen  from 
humble  Midwestern  origins  to 
purchase  the  Dodge  Brothers’  modern 
Dodge  plant  from  New  York  invest- 
ment firm  Dillon,  Read  on  a tiny, 
windswept  island  off  the  coast  of 
Maine  for  $160  million,  and  then  had 
gone  on  to  create  his  own  empire  of 
automobiles  against  the  odds  of  an 
already-matured  industry  in  a punish- 
ing Depression  that  offered  bitter 
competition  from  Henry  Ford’s  Model 
A and  Alfred  P.  Sloan’s  Chevrolet  with 
a car  that  Chrysler  dubbed  Plymouth. 

Fortune  recounted  how  old 
Pierpont  Morgan  had  saved  America’s 
currency  in  the  Depression  of  1893- 
97  (at  a considerable  profit,  one  might 
add,  to  himself),  and  how  son  Jack 
had  gone  on  to  organize  the  finances 
of  Britain  and  France  in  World  War  I 
and  then  had  led  Wall  Street’s 
triumphal  emergence  as  creditor  to  the 
world;  how  two  Caribbean  bankers 
named  Behn  had  come  to  control  a 
multi-continent  communications 
empire  (IT&T);  and  how  David 
Sarnoff  had  risen  from  ham  radio 
operator  who  picked  up  the  distress 
signal  of  a sinking  Atlantic  liner,  the 


Titanic , in  April  1912  to  become 
mogul  of  a vast  entertainment  com- 
plex (RCA). 

Detailed  was  the  saga  of  Big  Oil  — 
Walter  Clark  Teagle’s  Standard  of 
New  Jersey,  Atlantic  Refining,  and 
Prairie  Oil  (all  part  of  the  Rockefeller, 
Rogers,  Archbold,  Pratt,  Payne,  Hark- 
ness,  and  Flagler  empires).  Examined 
also  was  Gulf  Oil,  The  Texas 
Corporation,  Sinclair  Consolidated, 
Sir  Henry  Deterding’s  Royal  Dutch 
Shell,  and  William  Knox  D’Arcy’s 
Anglo-Persian  oil,  the  last  which  had 
fueled  the  ships  of  Admiral  Fisher’s 
British  Navy  at  the  turn  of  the  century. 
In  the  1 93 os,  oil  producers  feared  but 
one  thing  — overproduction  — which 
had  driven  crude  oil  prices  to  their  vari- 
able costs  of  production  and  gasoline 
down  to  zotf  a gallon. 

Fortune  Develops 
Social  Conscience 

As  the  Depression  lengthened, 
Fortune  began  to  reflect  compassion- 
ately on  the  distress  of  the  workless. 
Politically  liberal  Ralph  McAllister 
Ingersoll  (who  would  go  on  to  edit  PM 
magazine)  and  poetic  Archibald 
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MacLeish,  both  graduates  of  Hotchkiss 
and  Yale,  countered  Luce’s  natural 
conservatism  by  turning  out  essays  that 
described  human  suffering  hidden 
behind  drawn  curtains,  malnutrition 
stalking  the  coal  hills  of  West  Virginia, 
men  and  women  digging  for  rotten 
food  in  the  dumps  of  St.  Louis,  and 
outright  starvation  in  the  streets  of 
Manhattan.  By  1932,  one-third  of  New 
York’s  working  population  was  unem- 
ployed; Philadelphia  was  described  as 
undergoing  “slow  starvation  and 
progressive  disintegration  of  fam- 
ily life”;  and  bankrupt  Detroit 
counted  on  its  relief  rolls  endless 
laborers,  45  ministers,  30  bank 
tellers,  lawyers,  dentists,  musi- 
cians, and  “two  families  after 
whom  streets  are  named.”  Unem- 
ployment in  Chicago  and  St. 

Louis  reached  40  percent.  Two 
hundred  thousand  American  boys 
hoboed  in  search  of  a mythical 
better  life. 

In  a series  of  landmark  articles 
on  the  nation’s  housing,  Fortune 
revealed  how  far  behind  Europe 
America  had  fallen  in  providing 
adequate  shelter  for  the  working 
class.  Cities  and  towns  in  ‘20s 
America  had  constructed  grand 
monuments  to  civic  pride  (town 
halls  and  the  like)  with  bond 
financing  whose  servicing  now 
consumed  every  dollar  of  munici- 
pal tax  revenue  available,  leaving 
no  money  at  all  to  assist  the  poor. 
Fortune  sought  answers  to  the  eco- 
nomic dilemma  of  idled  resources  in 
the  midst  of  enormous  need. 

In  a world  denominated  by  the  gold 
standard,  could  the  problem  be  the 
long  slide  that  had  taken  place  in  the 
production  of  gold  since  the  discover- 
ies of  California,  Alaska,  and  South 
Africa?  Did  1919’s  flight  of  gold  from 
America  to  France  contribute  to  the 
Crash?  And  what  should  be  said 
about  automated  machinery  and  the 
rise  of  technological  unemployment 
(a  topic  that  would  persist  into  the 
late  1950s)?  One  British  economist 


argued  for  the  imposition  of 
“economic  nationalism,”  by  which  he 
advocated  printing  press  money; 
another  simply  noted  the  correlation 
between  falling  commodity  prices  and 
employment.  In  subdued  columns 
devoted  to  depressed  stock  values, 
Merryle  Stanley  Rukeyser  (professor- 
ial father  of  PBS’s  Louis  Rukeyser) 
opined  on  the  dismal  drift  of  events  in 
Wall  Street. 

Fortune  measured  the  social  pulse  of 
heartland  America  and  found  there 


impoverished  respectability  strained  by 
gaunt  lifelessness  of  spirit,  much  as  did 
the  Lynds  in  their  monumental  i93o’s 
sociological  survey  Middletown  (which 
covered  life  in  the  city  of  Muncie, 
Indiana).  Fortune  gave  thanks  that 
Manhattan  showed  no  signs  of  revolu- 
tion, but  anguished  over  the  dearth  of 
good  Broadway  shows.  Fifty  years 
before,  5,000  theaters  had  flourished 
about  the  nation.  Now  there  were  only 
200,  and  of  those  exactly  44  were 
within  the  Times  Square  district  of 
New  York  City.  Because  out-of-town 


theaters  now  showed  motion  pictures, 
a play’s  success  depended  on  its  accep- 
tance on  Broadway  which,  Fortune 
believed,  had  become  uneconomic  due 
to  the  demands  of  trade  unions.  Still, 
producers  Brock  Pemberton,  Max  Gor- 
don, the  Shuberts,  Sam  H.  Harris,  and 
George  H.  Abbot  scrambled  for  the 
output  of  playwrights  Marc  Connelly, 
Edna  Ferber,  and  Moss  Hart. 

Fortune  Views  World  Affairs 

Henry  Luce  traveled  abroad  in  the 
early  1930s,  prompting  For- 
tune to  dissect  the  colonial 
empires  of  Britain  and  France, 
probe  the  counting  houses  of 
London  and  Paris,  and  devote 
full  editions  to  Japan  and  the 
Soviet  Union,  the  former 
already  at  war  with  China  over 
Manchuria,  the  latter  busy 
consolidating  its  internal 
affairs  with  brutal  OGPU  ruth- 
lessness (which  Fortune  judged 
merely  to  be  egg-breaking  nec- 
essary to  make  omelets). 

Fortune  produced  electrifying 
analyses  on  world  armament 
that  placed  blame  for  the  Great 
War  on  the  shoulders  of  the 
weapons  manufacturers  of 
England,  France,  and  Ger- 
many. Nothing,  however,  was 
said  of  the  profits  made  by 
Wilmington,  Delaware’s 
Dupont  in  producing  a quarter 
of  all  the  explosives  used  in  the 
conflict.  These  articles  were 
greeted  with  amazed  enthusiasm  by 
America’s  political  left  (usually  a 
heavy  critic  of  Fortune ) and  sparked  a 
nationwide  debate  over  rearmament 
that  reached  the  halls  of  Congress. 

The  Lighter  Side 

The  funny  pages’  $6  million  annual 
revenue  prompted  a serious  look  at 
the  comics.  For  King  Features  Syndi- 
cate, there  was  George  McManus 
(Bringing  Up  Father);  Rube  Goldberg 
(Boob  McNutt);  Cliff  Sterrett  (Polly 
and  Her  Pals);  H.H.  Knerr  (Katzen- 


Unemployment  in  1937 


...  is  skilled  jobs  begging  for  men  and  unskilled  men  begging  for  jobs.  Herewith 
a survey  of  the  “social  burden”  in  eleven  representative  U.  S.  communities. 


many  people  at 


US.  unemployment,  to  statisticians,  is  a 
nightmare  o/  varying  estimates.  To  Harry 
Hopk ins  it  is  starving  people  who  have  to 
be  fed.  To  some  industrialists  it  is  the  re- 
serve labor  pool  that  keeps  wages  from 
mounting  to  the  skies.  To  confirmed  anti- 
New  Dealers  it  is  a bunch  of  bums  who 
’‘payer's  expense 


There 

out  ol  work  at  the  mom.  ..  

the  exact  figures,  and  no  one  can  find  out 
short  of  a new  census.  But  if  no  one  knows 
the  figures,  it  is  still  possible  to  arrive  at 

employment  that  one  hears  debated  on  all 
sides.  It  is  still  possible  to  know  something 
about  the  nature  of  unemployment. 

To  reach  its  own  conclusions  on  the  con- 
troversial issues  involved,  FORTUNE  under- 
took a three-month  study  of  the  problem  in 
eleven  representative  US.  communities. 
The  study  began  by  rejecting  the  semiofi 
ficial  figures  o / 7 poopoo  to  9000/300  as  use- 
less /or  a point  oj  departure.  The  reasons  lor 
the  rejection  are  complicated,  and  are  ex- 
plained in  detail  in  an  appendix  on  page 
191.  But  the  main  reason  jor  such  a re)ection 
is  simple:  if  the  7 .000,000  to  9/300/300  figure 
that  you  read  about  daily  in  the  newspapers 
is  correct,  it  includes  3/300/300  to  /.yoopoo 
unemployed  who,  like  the  camel,  live  off 
their  fat.  These,  while  unemployed,  are  not 
an  immediate  charge  for  the  taxpayer.  It  is 
the  hall  that  is  an  active  problem  that  we 
wish  to  discuss  here.  Fortune  wanted  to 
leans  the  nature  0/  what  might  be  called  the 
social  burden,  not  merely  a numerical  figure 
that  is  meaningless  in  terms  of  immediate 

Accordingly,  the  5 ,000 poo  cases  who  were 
on  the  retie/  rolls  in  January,  193 5,  when  re- 
lief was  at  its  peak,  were  chosen  as  the 
proper  point  0/  departure.  That  figure  0/ 
5 poopoo  and  tlieir  sy  poo  poo  dependents 
was  a known  figure ; it  also  included  people 
who  were  loo  old  or  sick  to  be  counted  as 
"unemployed  gainful  workers."  What  had 
happened  to  these  people I What  were  they 
like I How  many  oj  them  had  been  absorbed 
by  private  industry!  The  answers  to  these 
questions,  in  so  far  as  they  could  be  deter- 
mined, are  presented  in  the  following  article. 

THE  depression  ii  over.  No  event 
marled  iu  ending  « the  stock-market 
crash  of  1919  marked  iu  beginning;  hence 


o one  can  ever  people  c 


"NOBODY  KNOWS  THE  TROUBLE  I SEEN.  NOBODY  KNOWS  BUT 
’ maybe  a couple  of  social-service  workers.  The  photographer’ 

nely  poor.  In  cupboard  had  only  honk  ol  salt  park.'  Will 
amber  ol  marginal  Negro  worker  — — '-  :-  ‘ * — •" 


and  child  a- 

ns  County  hack  of  Nalche 
wouldn't  get  much  besides  tederi 
issippi't  official  charity  is  It 
a declining  river - 


Fortune  tackled  social  and  economic  issues  throughout  the  1930s, 
as  demonstrated  in  this  1937  article  on  unemployment. 
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jammer  Kids);  George  Herriman 
(Krazy  Kat);  Percy  Crosby  (Skippy); 
E.C.  Segar  (Thimble  Theater  Starring 
Popeye);  and  Billy  De  Beck  (Barney 
Google).  For  The  Chicago  Tribune 
Syndicate,  there  was  Sidney  Smith 
(The  Gumps);  Harold  Gray  (Little 
Orphan  Annie);  Frank  King  (Gasoline 
Alley);  Frank  Willard  (Moon 
Mullins);  and  Chester  Gould  (Dick 
Tracey).  Old-timer  H.T.  Webster  still 
penned  “The  Timid  Soul,”  Sol  Hess 
did  “The  Nebbs,”  and  Harry  Tuthill 
still  drew  “The  Bungle  Family.”  Rea 
Irvin,  author  of  the  immortal  Eustace 
Tilly,  the  profiled  dandy  who  would 
grace  the  cover  of  a thousand  New 
Yorker  magazine  covers,  still  created 
“The  Smythes.”  And  Harry  Conway 
(Budd)  Fisher  had,  in  “Mutt  & Jeff,” 
the  oldest  strip  still  living  and  the  first 
of  all  the  daily  strips. 

Fortune  nominated  for  the  best 
dressed  Wall  Streeters  John  A.  Hart- 
ford, president  of  A&P,  whose  dozen 
suits  a year  came  from  James  W.  Bell, 
the  Fifth  Avenue  tailor  who  also 
supplied  A1  Smith,  Jr.,  Walter  P. 
Chrysler,  F.  Nelson  Doubleday, 
Eldridge  R.  Johnson  (Victor  talking 
machines),  Lucius  M.  Boomer  (Wal- 
dorf Astoria),  John  D.  Rockefeller,  Sr. 
and  J.A.  Roebling.  Herbert  Bayard 
Swope,  one  time  editor  of  the  late 
New  York  World,  patronized  tailor 
Twyeffort  at  735  Fifth  Avenue,  and 
Wall  Street  broker  Edward  F.  Hutton 
relied  on  “tailor  to  the  Four-Hun- 
dred” John  Patterson.  Other  notables 
of  the  New  York  sewing  craft  included 
Abraham  Lincoln  Stadler,  Joseph 
Schanz,  Charles  F.  Wetzel,  Basil 
Durant,  and  Gray  & Lampel. 

Fortune's  article  “For  It  Was  Indeed 
He”  on  the  50^  “juvenile”  novel,  such 
as  The  Rover  Boys  in  Business,  Tom 
Swift  and  his  Motor  Cycle,  Frank  Mer- 
riwell  at  Yale,  and  The  Motor  Boys 
Over  the  Alps,  revealed  that  although 
such  books  carried  a plethora  of 
authors’  names,  most  had  been  written 
by  a single  man,  Edward  Stratemeyer 
of  Newark,  New  Jersey,  whose  1930 


passing  left  his  daughters  Harriet  and 
Edna  to  continue  on  the  tradition. 

The  Old  Order  Changeth 

Over  its  initial  seven  years,  Fortune 
provided  its  readers  an  elitist,  artistic 
impression  of  the  great  human  landscape. 
The  social  biases  which  occasionally  crept 
into  its  pages  (corporate  leaders  were 
invariably  “kindly  and  soft-spoken”; 
labor  leaders,  Democrats,  and  immigrants 
usually  “rough-necked,  unwashed”) 
marred  an  otherwise  remarkable  accom- 
plishment of  reportage,  but  hardly 
destroyed  the  beauty  and  refinement  of 
this  literary  feast.  Historians  today  look 
upon  old  Fortunes  as  irreplaceable  snap- 
shots of  a world  gone  by.  Magazine  col- 
lectors willingly  pay  $175  a copy  for 
them,  making  out  of  the  initial  $1  “invest- 
ment” a profit  equivalent  to  a seven  per- 
cent per  annum  rate  of  return,  roughly 
that  which  could  be  expected  from  a 
long-run  investment  in  equities.  Fortune's 
covers  and  advertisements  are  now  found 
on  the  walls  of  fashionable  restaurants.  A 
representative  sample  might  include  a col- 
orful Waco  biplane  gracing  the  lawn  of  a 
handsome  Tudor  estate;  moonlit  oriental 
river  traffic  flowing  by  an  anchored 
British  cruise  liner;  happy  American 
tourists  serenely  motoring  through  a 
sunny  Andulasian  countryside  in  their 
Chrysler  Imperial  Phaeton;  a sleek  Elco 
commuter  yacht  slipping  by  a river  scene 
of  Olympian  grandeur;  and  silver-haired 
men  gathered  before  the  window  of  a 
men’s  club  reading  room  decorated  in  the 
soberest  of  browns  and  dull  golds  watch- 
ing the  turbid  flow  of  late-afternoon  traf- 
fic on  the  avenue  below. 

Fortune  embraced  the  gold 
standard,  free  and  untrammeled 
capitalism,  governmental  thrift,  low 
taxes,  and  conviction  in  the  social 
authority  of  the  old  order  because 
such  seemed  to  offer  the  most  direct 
route  back  to  prosperity.  FDR’s  inabil- 
ity to  lift  the  economy  during  the 
1930s  appeared  to  vindicate  that 
belief.  As  business  conditions 
worsened  in  1937,  Fortune  remarked 
that  “The  Roosevelt  Administration, 


having  pulled  the  nation  out  of  the 
trough  of  1932  and  1933,  and  having 
reached  the  wave  crest  of  August 
1937,  has  slipped  off  again  on  the 
other  side  with  Mr.  Roosevelt’s 
towline,  frayed  and  frazzled  though  it 
is,  still  fast  to  the  national  stanchions. 
Solid  citizens,  looking  at  that 
wave-worn  hawser  and  calculating  the 
inertia  of  the  descending  ship,  are 
beginning  to  wonder  whether  the  rope 
can  stand  the  strain  and  whether  the 
New  Deal  and  the  United  States  of 
America  are  not  about  to  part  com- 
pany with  a very  audible  snap.”  It  was 
not  to  be.  Events  in  Europe  and  Asia 
would  overwhelm  matters  of  domestic 
politics  and  call  forth  a different  style 
of  business  reportage  to  which 
Fortune  would  necessarily  respond. 

By  1938,  the  old  era  of  publishing 
and  politics  had  ended,  and  a new  era 
had  begun.  Nevertheless,  Fortune 
remained  loyal  to  the  end  to  its  old 
standards.  When  Richard  Whitney, 
well-born  president  of  the  New  York 
Stock  Exchange  and  avatar  of  the  old 
financial  order,  was  caught  rummaging 
through  the  till,  the  magazine 
remained  mum  through  trial  and 
sentencing.  Misdeeds  of  lesser  (and 
usually  foreign)  gentlemen  might  be 
noted,  as  when  British  financier 
Clarence  Charles  Hatry  came  to  grief, 
precipitating  a financial  collapse  that 
shook  the  foundations  of  London  soci- 
ety. Or  when  Swedish  match  king  Ivar 
Kreuger,  the  man  whom  Fortune  two 
years  before  had  nominated  as  the 
great  Nordic  god  of  commerce, 
committed  suicide  in  the  bedroom  of 
his  Paris  apartment  on  that  cold  and 
blustery  March  night  of  1932  on  the 
very  eve  of  his  $350  million  empire’s 
unmasking,  an  event  that  would  send 
financial  shivers  around  the  world.  HO 


Walter  John  Chilman  is  a Museum 
member,  a professional  economist  in 
Washington,  D.C.,  and  a financial  his- 
tory enthusiast. 
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Henry  Morrison  Flagler 
(1830-1913)  was  thrice  blessed  by  an 
indulgent  destiny.  He  was  enabled  to 
divide  his  long  life  between  making  as 
much  money  as  he  liked,  spending  as 
much  money  as  he  wished,  and  yet 
leaving  an  estate  in  excess  of  all. 

Fortune  placed  him  in  Cleveland, 
Ohio,  in  friendship  with  one  John  D. 
Rockefeller.  When  the  latter  saw  a 
great  opportunity  in  oil  refining, 
he  lacked  sufficient  funds. 

Friend  Flagler  didn’t  have  it, 
hut  put  Rockefeller  in  con- 
tact with  a wealthy  in- 
law who  advanced 
$100,000.  Thus  was  . > 
the  Standard  Oil 
Company  launched 
with  Flagler  aboard 
as  a partner. 

For  14  years, 

Rockefeller  and 
Flagler  labored  — 
for  long  at  adjoin- 
ing desks  — from 
dawn  to  dusk  six 
days  a week  raising 
Standard  Oil  to 
feared  monopolistic 
corporate  behemoth 
by  the  1880S. 

Flagler’s  role  in  the 
ascent  was  crucial.  He 
was  prominent  in  competi- 
tor acquisitions  by  buy  out 
or  freeze  out;  and  in  clever 
manipulation  of  transportation 
rebates  obtained  for  the  business  of 
moving  company  goods.  Indeed, 
according  to  Rockefeller,  the  genius 
structuring  of  the  Standard  Oil  Trust 
was  Flagler’s;  or  so  John  D.  told  the 
Feds  investigating  the  arrangement: 

“No,  sir.  I wish  I’d  had  the  brains 
to  think  of  it.  It  was  Henry  M. 
Flagler. ..He  was  the  man  of  most 
imagination  in  the  firm.” 

In  his  public  relations,  Flagler  was 
mellow-voiced,  brief  and  laid  back  in 
responding  to  probing  questions. 
Note  his  summation  of  his  Standard 
Oil  years: 


“It  was  our  idea  to  work  night  and 
day  making  good  oil  as  cheaply  as  pos- 
sible and  selling  it  for  all  we  could  get.” 

But  muckraker  Ida  Tarbell  broke 
through  — for  just  a phrase — when 


she  nudged  out  an  opinion  of  Mr. 
Rockefeller  (his  junior  by  nine  years): 

‘“He  would  do  me  out  of  dollar 
today,’  he  cried. ..with  an  excited 
smash  of  his  fist  on  the  table. ..‘if  he 
could  do  it  honestly,  Miss  Tarbell,  if 
he  could  do  it  honestly.’” 

He  was  53  in  1883  and  bored  with 
his  job  and  life.  Giant,  mature 
Standard  Oil  was  run  by  an  executive 


committee.  The  time  of  daring  innova- 
tion seemed  fading,  so  Flagler  began  a 
decades-long  easing  out  of  the  corpo- 
ration. He  believed  he  would  have 
become  one  of  the  richest  individuals 
in  the  world  by  remaining;  but  that 
accumulation  did  not  interest  him. 
What  did  was  what  he  should  do 
with  his  $30  million  in  Standard  Oil 
stock  for  the  rest  of  his  life. 

The  widower  dealt  with  his 
personal  midlife  crisis  by 
marrying  an  ex-actress  and 
nurse  18  years  his  junior. 
He  was  not  retiring  from 
business  either,  and 
sought  a sphere  of  fal- 
low development 
where  he  could  act 
precisely  as  it 
pleased  him.  How 
about  Florida? 

The  American 
19th  century 

predilection  for 
“Westward  Ho!” 
had  left  it  behind. 
More  than  80 
percent  was  raw 
wilderness.  Tampa, 
Pensacola  and  Jack- 
sonville were  port 
towns,  while  the  city 
was  far  away  — Key 
West,  with  19,000  resi- 
dents. Recently,  there  had 
been  some  stirring,  loosening 
by  the  state  government,  and  it 
caught  Flagler’s  eye. 

He  had  visited  northeast  Florida 
with  his  ailing  first  wife,  and  delighted 
in  the  climate  and  setting  though  the 
region  was  barren  in  traveler 
comforts.  Now  he  returned  to 
St.  Augustine  with  his  spirited  young 
bride  and  found  it  still  undeveloped. 
Flagler  was  then  as  known  a name  as 
Rockefeller,  and  so  there  came  to  his 
side  those  with  land,  plans  and  no 
capital.  Henry  listened  and  decided  to 
create  a wintertime  Newport. 

In  his  laid  back  mode,  Flagler 
listened  to  many  propositions  and 
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Henry  Flagler  and  John  D.  Rockefeller  sign  a Standard  Oil  Company  certificate,  1875. 


chose  the  more  deluxe  ones.  He  didn’t 
ask,  “But  what  will  this  cost?” 
The  grandest  hotel  yet,  the  Ponce  de 
Leon,  arose  by  the  hands  of  1,200 
craftsmen  during  a year  and  a half. 
It  opened  for  the  winter  season  of 
1887  ablaze  with  Edison’s  miracle, 
and  like  moths  the  wealthy  flocked  in 
on  the  Florida  East  Coast  Railroad, 
laid  for  them  by  Flagler.  They  were 
smitten  with  the  handsome,  solid 
Spanish  Baroque  style  enclosing  450 
apartments  around  a central  court. 
A smaller  fine  hotel,  the  Alcazar,  was 
erected  for  the  middle  class. 

Aboard  his  yacht,  the  reinvented 
mogul  cruised  the  coast  and  found  a 
delightful  inlet  framed  by  groves  of 
graceful  palms.  Dispensing  another 
heap  of  his  magic  millions,  Henry 
initiated  the  construction  of  the 
Royal  Poinciana  Hotel  (540  rooms 
and  twice  enlarged),  plus  the  first 
Breakers  on  the  glorious  Palm  Beach. 
Rows  of  private  Pullman  cars  parked 
at  Palm  Beach  in  the  season. 

And  so  on  to  Fort  Dallas,  then  a 
two  family  place,  now  Miami,  after 
its  maker  refused  “Flagler.”  And 
finally,  “Flagler’s  folly,”  when  he  sent 
the  Florida  East  Coast  Railroad 


boldly  through  the  shallow  sea  to 
connect  Key  West.  In  the  end,  he 
oversaw  the  east  coast  of  Florida  and 
its  hinterlands,  having  sponsored 
citrus  and  service  foodstuffs 
development. 

He  was  seen  as  an  overlord;  by  self 
as  benign  and  paternalistic.  When 
Flagler  needed  a law  to  divorce  his 
second  wife  after  she’d  gone  far  into 
hopeless  insanity,  the  Florida 
legislature  obliged. 

Henry’s  third  matrimonial  venture 
occurred  when  he  was  71,  his  bride  a 
34-year-old  Southern  society  belle. 
For  her  he  built  Whitehall  in  Palm 
Beach,  a mansion  to  match  any  other. 
Mary  Lily  followed  her  husband’s 
stance  of  not  inquiring  the  cost  of 
what  he  wanted.  A Guinness  entry 
reads,  “the  chatelaine  of  Whitehall, 
her  husband’s  $3  million  establish- 
ment in  Palm  Beach,  Florida,  in  the 
era  1902-14  never  wore  any  dress  a 
second  time.” 

Henry  Morrison  Flagler,  83, 
slipped  on  marble  in  Whitehall  and 
died.  He  was  buried  at  St.  Augustine 
beside  his  first  wife.  In  the  last  30 
years  of  life,  he  had  truly  done  what- 
ever pleased  him,  as  he  often  said. 


And  Henry  didn’t  die  near  broke. 
His  estate  was  about  $100  million. 
Flagler’s  Florida  had,  over  the  years, 
paid  satisfactorily  — and  then  there 
were  those  masses  of  early  Standard 
Oil  stock  certificates  which  had 
always  guaranteed  Mr.  Magic 
Millions’  fountain  of  youth,  da 

K.C.  Tessendorf  is  a Virginia-based 
freelance  writer  with  an  interest  in 
the  history  of  Wall  Street.  He  is  the 
author  of  seven  books. 

Bibliographic  Notes 

Three  biographies  of  Mr.  Flagler  have 
appeared:  Florida’s  Flagler  by  Sidney  W. 
Martin  (1949);  Henry  Flagler  by  Leon 
Chandler  (1986);  Flagler  by  Edward  N. 
Akin  (1989).  All  are  competent  and  quite 
readable.  Early  bird  Mr.  Martin  inter- 
viewed persons  present  in  the  Flagler 
years.  All  of  my  quotations  come  from 
one  or  more  of  these  biographies. 

The  reader  desirous  of  a personalized 
look  at  the  man  and  his  creations  is  well 
advised  to  read  Edwin  Lefevre’s  profile, 
“Flagler  & Florida,”  in  Everybody’s 
Magazine,  February  1910,  available  in 
the  NYC  Public  Library,  or  older,  larger 
college  libraries. 
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/«  Part  l of  our  series  on  the 
development  arid  financing  of  the 
Panama  Canal,  Ferdinand  de  Lesseps, 
builder  of  the  Suez  Canal,  plotted  to 
connect  the  world  by  ship  via  the 
isthmus  of  Panama.  Although  he 
encountered  obstacles  ranging  from 
illness  to  engineering  disasters  to  an 
initial  lack  of  financial  support,  de 
Lesseps  maintained  faith  in  the  project 
and  eventually  swayed  the  public  to 
support  the  canal  through  a stock 
issue  for  the  Compagnie  Universelle 
du  Canal  Interoceanique. 

Ferdinand  de  Lesseps’  eldest  son, 
Charles,  was  a reluctant  participant  in 
the  Compagnie  Universelle  du  Canal 
Interoceanique,  although  his  father 
named  him  company  chairman. 
“What,”  he  asked  his  father,  “do  you 
hope  to  gain  from  Panama?  Money?  — 
You  will  bother  with  that  no  more  than 
you  did  at  Suez.  Glory?  — Surely  you 
have  had  a surfeit  and  can  leave  that  to 
somebody  else...  At  Suez  you  only  suc- 
ceeded by  a miracle;  so  why  not  be  con- 
tent with  one  miracle  in  your  lifetime 
rather  than  hope  for  another?” 

Despite  his  misgivings,  Charles 


worked  faithfully  with  his  father  for 
the  next  io  years.  His  loyalty  would 
cost  him  dearly  when  the  sky  finally  fell. 

The  precise  plan  for  the  canal  was 
conceived  by  the  technical  board. 
It  called  for  a sea  level  channel  72  feet 
wide  and  28  feet  deep,  with  its  banks 
at  a 45  degree  angle.  Starting  at  Colon 
on  the  Atlantic  side,  it  would  run  for 
five  miles  through  mangrove  swamps, 
then  for  21  miles  up  the  valley  of  the 
Chagres  River,  through  the  hills  of 
Culebra,  the  highest  point  of  the  Con- 
tinental Divide,  and  then  to  the  valley 
of  the  Rio  Grande  River  and  the 
Pacific  terminal  of  Panama  City. 

The  excavation  was  estimated  at  93 
million  cubic  yards  at  a cost  of  843  mil- 
lion francs.  The  committee  stated  that 
“with  good  and  judicious  management 
the  canal  ought  to  be  completed  within 
eight  years.”  In  order  to  obtain  a clear 
right-of-way  for  their  chosen  route,  the 
company  had  to  buy  controlling  stock 
in  the  Panama  Railroad  at  what  they 
called  a “holdup”  price. 

De  Lesseps  was  delighted  with  the 
overall  plan,  and  he  told  the  people  of 
the  isthmus,  “Panama  will  be  easier  to 


build,  easier  to  finish,  easier  to  main- 
tain than  Suez.” 

De  Lesseps  hired  the  largest,  most 
prestigious  civil  engineering  firm  in 
Europe.  Their  chief  executive  made 
some  gross  misjudgements,  including 
a statement  that  the  canal  slopes  need 
not  be  at  45  degrees,  that  they  could  in 
fact  be  vertical. 

“Do  we  not  in  Europe  often  see 
quarries  180  feet  deep  with  their  sides 
completely  vertical?  Why  shouldn’t 
the  same  be  possible  in  Panama?” 

The  answer  was  that  the  Chagres 
River,  which  crossed  the  proposed 
route  27  times,  could  flood  up  to  80 
feet  above  the  canal  and  would  carry 
dirt  and  equipment  with  it  down  into 
the  hole.  This  fatal  flaw  was  not 
apparent  to  the  de  Lesseps  entourage 
when  work  began  in  1881. 

The  level  of  expectation  was  at  its 
highest.  To  mark  the  auspicious 
occasion,  the  famous  Sarah  Bernhardt, 
“the  divine  Sarah,”  was  brought  to 
Colon  for  a dramatic  performance. 

The  ports  of  Colon  and  Panama 
bustled  with  the  arrival  of  technicians 
and  complex  earthmoving  machinery. 
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Living  quarters  had  to  be  built. 
The  Parisian  Department  of  Public 
Works  called  the  new  buildings,  “as 
convenient  and  comfortable  as  condi- 
tions will  allow,  constructed  with 
proper  regard  for  comfort  and 
health.”  What  they  lacked  was  the 
most  important  feature  — screens. 

Hospitals  were 
erected  in  the  two  , 
terminal  cities.  ; 

These  were  hailed 

* 

as  the  finest  ever  ' 
built  in  the  trop-  * 
ics,  also  sans  ; 
screens.  The  facili-  h 
ties  were  sur-  1:- 
rounded  by  lush  > ! 
gardens.  To  keep  >! 
the  voracious  ants  ; 
away  from  the 
plants,  there  were  U 
thousands  of  pot- 
tery rings  full  of 
water,  an  ideal 
honeymoon  site  j 
for  deadly  mos- 
quitos to  breed. 

“If  the  French 
had  been  trying  to 
propagate  yellow 
fever,  they  could 
not  have  provided  conditions  better 
adapted  for  this  purpose,”  said 
American  doctor  William  Gorgas 
20  years  later. 

By  mid-summer  of  1881,  there 
were  some  200  French  engineers  and 
800  native  laborers  at  work.  In  the 
first  six  months,  progress  was  good. 
The  men  had  chopped  through  the 
dense  jungle  a strip  of  clear  ground  50 
to  60  feet  wide  from  coast  to  coast. 

In  1882,  the  dredging  of  deep  water 
channels  began.  Rails  carried  dirt  away, 
and  dumped  it  on  land  or  out  at  sea. 
There  were  some  fever  deaths  early  on, 
but  not  enough  to  cause  alarm. 

The  company  bulletin  had  a prompt 
response  to  any  shareholder  anxiety 
about  illness.  “We  know  you  have  con- 
fidence in  us,  and  you  have  expressed 
this  confidence  in  the  most  tangible 


way  by  giving  us  your  money.  If  we  say 
there  is  no  illness  on  the  isthmus  this  is 
because  there  is  none,  and  anyone  who 
asserts  to  the  contrary  is  a gossipmon- 
ger  who  is  merely  trying  to  undermine 
your  confidence  so  that  he  can  take 
over  himself.  Remember  Suez!” 

“Remember  Suez!”  was  the  rallying 


cry  used  over  and  over  to  bolster 
morale.  The  company’s  first  annual 
meeting  took  place  at  the  end  of  June, 
1882,  and  it  was  a personal  triumph 
for  de  Lesseps.  Never  was  Le  Grand 
Francais  in  better  form. 

He  conceded  that  there  had  been 
85  deaths  among  1,150  employees 
during  the  first  year  of  construction, 
but  he  insisted  this  was  actually  lower 
mortality  than  on  the  average 
worksite  in  Europe. 

De  Lesseps  extolled  the  accom- 
plishments of  the  company,  refuted  its 
critics,  and  inspired  an  overwhelming 
vote  of  confidence  from  stockholders. 
This,  however,  would  be  the  last  of  the 
congenial  annual  meetings. 

During  the  second  year,  the  British 
and  American  press  began  sniping  at 
the  project.  No  doubt  there  was  grow- 


ing resentment  in  the  United  States  of  a 
foreign  entity  pursuing  an  activity  of 
great  international  significance  practi- 
cally in  its  backyard.  And  as  to  the  land 
on  which  the  sun  never  sets,  they  were 
tweaked  at  being  left  out  of  the  party. 

Some  journalists  depicted  an 
isthmus  ravaged  by  disease.  Paris  attrib- 
uted reports  in  the 
English  speaking 
press  to  malicious 
envy  and  jealousy. 
Those  in  Panama, 
however,  were 
viewing  an  increas- 
ingly grim  scene,  as 
they  watched 
friends  carried  into 
the  hospitals,  never 
to  come  out. 

In  the  middle 
of  the  second  year, 
another  debacle 
occurred.  The 
engineering  com- 
pany in  charge 
abruptly  quit. 
Apparently,  they 
realized  that  the 
basic  sea  level 
design  was 

unworkable.  They 
could  not  control  the  propensity  of  the 
Chagres  River  to  flood  and  for  the 
canal  banks  to  fall  into  the  ditch. 

Even  as  late  as  1885,  de  Lesseps 
still  clung  to  the  belief  that  the  sides  of 
the  cut  could  be  slanted  at  45  degrees. 
In  reality,  the  continuing  collapse  of 
the  banks  necessitated  a slope  of  less 
than  20  degrees. 

Ferdinand  de  Lesseps  retained  his 
magnetism  and  charm  well  into  his 
70s,  but  his  mind  became  as  rigid  as  the 
rock  he  was  trying  to  cut.  He  simply 
could  not,  would  not  grasp  that  Suez 
and  Panama  were  not  the  same  thing. 

Author  Gerstle  Mack  summarizes 
the  situation: 

De  Lesseps  envisaged  another  Suez  — 
in  fact  an  easier  Suez,  since  the  expe- 
rience gained  in  Egypt  could  be 
applied  to  the  American  isthmus.  Yet 
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1883  bond  in  de  Lesseps’  Compagnie  Vniverselle. 
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the  similarities  between  the  two  pro- 
jects, upon  which  he  insisted,  were 
less  apparent  than  the  differences, 
which  he  refused  to  recognize.  In  one 
feature  only,  total  length,  did  a com- 
parison favor  Panama.  The  Suez 
waterway  extended  about  ioo  miles 
from  sea  to  sea  and  required  some  80 
miles  of  artificial  excavation, 
while  the  Panama  Canal  mea- 
sured less  than  50  miles. 


water  supply,  no  sanitary 
appliances.  There  were  scavengers, 
huge  flocks  of  buzzards  which 
circled  constantly  above...  Colon 
was  a collection  of  wooden 
buildings  harboring  more  of  the 
dregs  of  humanity  than  any  settle- 
ment of  its  size  on  the  globe.  It  had 
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In  every  other  respect 
Panama  presented  far  more 
difficult  conditions.  The  maxi- 
mum elevation  on  the  Suez 
line  was  but  50  feet  above  sea 
level,  at  Panama  330  feet.  At 
Suez  most  of  the  digging  took 
place  in  sand  and  soft  earth; 
at  Panama  much  hard  rock 
was  encountered,  and  slides 
vastly  increased  the  total 
amount  of  excavation. 
The  problem  of  the  Chagres, 
with  its  erratic  floods,  had  no 
counterpart  at  Suez. 
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A 60  franc  certificate  from  the  June  1888  stock  issue  in  Compagnie 
Universelle,  which  failed  on  December  14,  1888.  The  1889 
liquidator's  stamp  states  that  no  interest  wilt  be  paid  to  the  bearer. 


Lastly,  the  deadly  fevers  of 
Panama  were  almost  unknown  at 
the  Suez.  The  experience  at  Suez  was 
more  of  a drawback  than  an 
asset.. .almost  everything  had  to  be 
unlearned. 

Since  Le  Compagnie  Universelle  sold 
stock  all  over  the  world,  they  found  it 
prudent  to  include  representatives  of 
other  countries  in  advisory  roles. 
This  was  just  tokenism,  of  course,  since 
de  Lesseps  retained  all  power. 

American  Joseph  Bucklin  Bishop 
was  secretary  of  the  scientific  commit- 
tee appointed  by  de  Lesseps  at  the 
beginning.  In  1883,  soured  on  his 
connection  with  the  entire  enterprise, 
Bishop  had  the  following  trenchant 
comments  about  conditions  in  the  two 
terminal  cities: 

Colon  and  Panama  were  the 
permanent  abode  of  disease,  for 
they  were  without  even  the  most 
elementary  provisions  of  health 
protection.  They  had  no  sewers,  no 


a single  main  street,  running  along 
the  waterfront,  which  was  com- 
posed almost  entirely  of  places  for 
gambling,  drinking  and  accompany- 
ing vices,  and  these  diversions  were 
in  full  progress  day  and  night  with 
such  abandon  as  to  make  the  town 
uninhabitable  for  decent  persons. 

It  was  a veritable  sink  of  iniquity. 

With  a dash  of  self-righteousness, 
Bishop  continued: 

Nothing  like  the  supply  of  liquor 
which  the  French  poured  out  upon 
the  isthmus  was  ever  seen  before  or 
since.  It  was  well  nigh  unlimited  in 
quantity  and  was  sold  to  everybody 
at  the  prices  at  which  it  had  been 
bought  wholesale  in  France.  Cham- 
pagne especially  was  so  low  in  price 
that  it  flowed  like  water. 

What  Mr.  Bishop  didn’t  consider 
was  that  wine  was  far  safer  to  drink 
than  the  local  water. 

In  spite  of  all  the  obstacles,  much 
progress  was  made  during  1883-84. 


In  the  latter  year,  a charismatic  25- 
year-old  French  engineer  arrived. 
Young  Philippe  Bunau-Varilla,  like  old 
Ferdinand  de  Lesseps,  was  obsessed 
with  the  dream  of  building  the  canal. 
Its  completion  was  to  him  a matter  of 
national  honor. 

“The  Panama  Canal,”  he  declared, 
“is  the  greatest  conception  the 
world  has  ever  seen  of  the 
French  genius.”  This  vain 
young  patriot  was  a first-class 
engineer  and  administrator. 
Fie  was  quickly  put  in  charge 
of  the  Pacific  division.  A year 
later,  Bunau-Varilla  was  ele- 
vated to  the  job  of  chief  engi- 
neer. This  colorful  and  con- 
troversial man  would  play  a 
key  role  18  years  later  in  the 
Panamanian  revolution  that 
led  to  the  American  takeover. 

By  1885,  men  and  new 
equipment  were  pouring  in. 
There  were  10,461  trucks  on 
duty,  147  locomotives,  206 
drills,  357  boats  and  barges,  260  miles 
of  rail  track,  and  324  pumps.  Included 
were  complex  machines  designed 
especially  for  dredging  this  canal. 

The  company  bought  the  equipment 
and  rented  it  at  low  rates  to  more  than 
200  contractors  who  bid  on  different 
parts  of  this  huge  task.  These  contrac- 
tors and  engineers  came  not  only  from 
France,  but  also  from  Columbia,  the 
United  States,  England,  Scotland,  Hol- 
land and  Germany,  among  others. 

With  such  a maze  of  participants, 
the  company  was  subject  to 
overcharging,  fraud  and  other  malfea- 
sance which  lax  control  fostered. 
Le  Compagnie  Universelle,  with  Ferdi- 
nand de  Lesseps  as  the  boss — living  in 
Paris,  not  at  the  location  — plainly  was 
not  up  to  the  immense  managerial 
demands.  Costs  were  spiraling  upward. 

In  1885,  deaths  from  fever  were 
accelerating.  Bunau-Varilla  wrote  this 
macabre  description  of  the  epidemic. 

Death  was  constantly  gathering  its 
harvest  all  about  me.  Never  had  yel- 
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low  fever  been  more  deadly.  Within 
a stone’s  throw  of  my  house  in 
Colon,  ships  were  anchored  in  the 
harbor  without  a single  person 
aboard.  Their  whole  crew  had  died. 

I especially  remember  12  English 
sailors,  in  full  uniform,  waiting  to 
see  the  doctor.  Within  the  week, 
every  one  of  them  was  dead. 

The  final  grim  statistic  is  that  before 
the  canal  attempt  was  over,  more  than 
22,000  company  employees  would  die. 

To  complicate  an  already  troubled  sit- 
uation, there  was  a revolution  in  the 
spring  of  1885.  Its  origins  lay  in  the 
province  of  Panama’s  desire  to  break 
away  from  Columbia.  A third  force 
from  Haiti  entered  the  picture,  captured 
and  burned  Colon  to  a crisp.  France 
remained  neutral,  but  the  United  States 
intervened,  declaring  an  American 
obligation  to  prevent,  by  force  if  neces- 
sary, all  conflict  along  the  line  of  the 
Panama  Railroad.  American  troops 
then  occupied  Panama,  dispatched  the 
Haitians,  and  “persuaded”  the  insur- 
gent general  to  surrender. 

After  the  revolution  came  the  flood. 
In  the  last  half  of  November,  there 
were  unusually  heavy  rains.  This  abet- 
ted the  fever  epidemic  — not  that  the 
mosquitos  needed  much  encourage- 
ment. Supply  boats  in  Limon  Bay  out- 
side Colon  were  caught  in  a violent 
storm.  The  steamships  managed  to 
escape,  but  18  sailing  vessels  were  dri- 
ven ashore  in  the  powerful  wind  and 
wrecked.  Over  50  seamen  drowned. 

The  Chagres  River  flooded  as  never 
before.  Saturated  canal  banks  slipped 
into  the  channel,  carrying  heavy 
equipment  down  into  the  mud. 
The  track  of  the  Panama  Railroad,  vital 
for  the  removal  of  excavated  material, 
was  under  14  feet  of  water.  The  tops  of 
telephone  poles  were  barely  visible,  and 
Indian  canoes,  called  bungos,  became 
the  mode  of  transportation. 

Monsieur  Phillippe,  an  engineer, 
reported,  “While  paddling  in  a 
crowded  boat,  I noticed  the  strangest 
phenomenon:  the  tops  of  the  trees 


were  not  their  usual  green,  but  a 
distinct  and  ever-shifting  black.  As  we 
drew  nearer  I saw  they  were  covered 
with  the  most  enormous  and  deadly 
spiders  — tarantulas!” 

The  dismal  year  1885  ended  with 
the  railroad  out  of  use.  At  the 
company’s  annual  meeting  in  Paris  in 
June  of  1886,  shareholders  expressed 
their  concerns.  Costs  were  rising, 
disease  was  rampant,  and  excavation, 
set  back  by  the  flood,  was  declining. 

Even  the  eternally  optimistic 
de  Lesseps  had  to  acknowledge  that 
there  were  problems.  But  the  old  spell- 
binder, now  in  his  81st  year,  promised 
shareholders  that  he  would  personally 
return  to  the  isthmus  to  supervise  the 
“final  stages  of  construction.” 
Further,  he  would  organize  a lottery, 
as  he  had  done  at  Suez,  to  raise  more 
money.  Such  was  the  power  of 
de  Lesseps’  charisma  that  his  audience 
once  more  gave  him  a rousing  vote  of 
confidence. 

The  publication  Figaro  was  carried 
away: 

“His  clear,  precise  and  lucid  expla- 
nations convinced  one  and  all. 
Here  was  a demonstration  of  the 
power  of  the  honest  word,  hiding 
nothing,  but  disclosing  with  the  same 
felicity  those  difficulties  which  still 
remained  and  those  which  had  been 
successfully  overcome.”  Such  an 
extravagant  statement  indicates  the 
degree  to  which  some  members  of  the 
press  were  swayed  by  bribery.  Still,  it 
was  de  Lesseps’  magnetism  that 
persuaded  people  to  stay  the  course. 

After  his  14  day  trip  to  the  isthmus, 
during  which  he  was  treated  like  a 
visiting  monarch,  the  company  changed 
its  method  of  awarding  contracts. 
Instead  of  dealing  with  200  contractors, 
they  narrowed  the  group  down  to  a half 
dozen,  thus  tightening  their  controls. 

In  1886,  Phillipe  Bunau-Varilla  left 
the  employ  of  the  company  to  take 
charge  of  one  of  the  six  contractors, 
Artigue,  Sondregger.  Compagnie 
Universelle  already  had  one  stock  and 
three  bond  issues,  and  de  Lesseps 


believed  he  would  now  do  better  with 
a lottery,  which  by  French  law  could 
only  be  held  with  government 
approval.  He  felt  this  method  would 
imply  government  backing. 

The  government,  of  course,  made 
an  investigation.  After  four  months, 
the  distinguished  engineer  in  charge, 
Armand  Rousseau,  reported: 

I believe  a cut  through  the  isthmus  to 
be  a feasible  undertaking,  and  that  it 
has  now  progressed  so  far  that  aban- 
donment would  be  a real  disaster, 
not  only  for  the  shareholders  but  for 
French  influence  throughout  Amer- 
ica. If  the  enterprise  should  fail  in  the 
hands  of  a French  company,  it  would 
at  once  be  taken  up  by  a foreign  one. 
Although  I believe  the  digging  of  a 
canal  to  be  possible,  its  completion 
for  the  anticipated  cost  within  the 
estimated  time  appears  to  be  more 
doubtful,  unless  the  company  will 
agree  to  radical  modifications  and 
simplifications. 

In  other  words,  the  government 
was  saying,  do  it  with  locks.  Why  the 
old  man  was  so  dead-set  against  locks 
remains  a mystery,  especially  since  the 
engineering  community  almost 
unanimously  now  said  a sea  level 
canal  was  a practical  impossibility. 
If  he  had  acquiesced  to  locks,  the  gov- 
ernment would  have  approved  a 
lottery  and  enough  new  cash  could 
have  made  completion  a possibility. 

But  no.  Le  Grand  Francais 
abandoned  the  lottery  idea  and 
instead  went  back  to  the  public  with  a 
bond  offering.  “I  am  confident,”  he 
wrote  in  his  circular  to  shareholders, 
“that  together  we  will  overcome  all 
obstacles,  and  that  you  will  march 
with  me  to  a second  victory  by  pro- 
viding the  600  million  francs  I need.” 

But  word  of  the  company’s  instabil- 
ity had  spread,  plus  a rumor  that  de 
Lesseps  was  ill.  He  managed  to  raise 
only  354  million  francs,  still  a 
surprisingly  large,  though  inadequate, 
sum.  More  than  a third  of  this  money 
was  lost  before  it  arrived,  due  to 
continued  on  page  37 
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The  Tides  of 
FASHION 


By  Vanessa  Drucker 


Celebrated 

as  a satirist,  social  critic  and 
independently-minded  economist, 

Thorstein  Veblen  has  faded  from 
the  canon  of  mainstream  thinkers. 

Over  the  course  of  many  decades, 

Veblen  has  been  alternately 
lionized  and  rejected,  as  history 
has  appeared  to  vindicate  or 
disprove  his  theories.  His  works 
are  hardly  prescribed  today  for 
economics  and  sociology  stu- 
dents, who  are  likely  only  to 
recognize  his  most  famous  coined 
phrases:  conspicuous  consump- 
tion, invidious  comparisons  and 
pecuniary  emulation. 
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A Square  Peg 

Veblen’s  witty  aphorisms  were 
expanded  in  his  first  book,  The 
Theory  of  The  Leisure  Class, 
published  in  1899.  His  ideas  derive 
from  his  construct  of  the  “primitive 
barbarian,’’  whose  atavistic  traits  have 
carried  into  modern  society  in  various 
guises.  Veblen  points  to  modern-day 
trophies,  aggression,  seizure  and 
athletic  exploits  as  examples  of  the 
predatory  instincts  that  survive 
beneath  veneers  of  civilization.  Wealth 
and  possessions  indicate  power  and 
honor,  an  “invidious  distinction.” 

Meanwhile,  he  also  developed 
complex  economic  theories,  mounting 
criticism  against  conventional 
economic  theory,  which  he  believed  to 
be  overly  deductive,  based  on  static 
and  abstract  principles.  He  demanded 
to  know  how  economic  systems 
actually  worked,  and  on  which  insti- 
tutions they  relied,  rather  than  how 
they  were  supposed  to  work. 

The  wide  range  of  Veblen’s 
observations  embedded  economics  in 
a social  context  of  art,  religion,  work, 
power  and  status.  His  many-faceted 
interests  have  worked  against  his 
reputation  as  an  economist.  He  spoke 
both  to  a popular  and  an  academic 
audience,  offering  a cross-over  appeal 
between  economics  and  sociology,  in  a 
world  that  prefers  narrowly  defined 
disciplines.  Economists  dislike  being 
classified  with  sociologists,  explains 
Professor  William  Milberg,  chair  of 
the  economics  department  at  New 
School  University  in  New  York  City 
(formerly  the  New  School  for  Social 
Research).  “Mainstream  tradition 
asserts  that  it  is  not  the  work  of  the 
economist  to  explore  the  complicated 
fabric  that  constitutes  the  individual’s 
psyche  or  identity  or  agency.” 
Those  tasks  are  better  left  to  the 
psychologist  or  sociologist.  An  econo- 
mist might  say,  individual  preferences 
are  given  exogenously. 

From  a professional  standpoint, 
Veblen’s  resume  shows  a lot  of  holes. 
He  bounced  around,  from  the 


University  of  Chicago  in  the  1890s,  to 
an  associate  professorship  at  Stanford 
(1906),  to  a lecturing  post  at  the 
University  of  Missouri  (1911-1918). 
He  owed  his  checkered  career  both  to 
a reputation  for  womanizing  (proba- 
bly exaggerated)  and  an  impatience 
with  academic  ritualism.  (Believing 
grades  to  be  a waste  of  time,  and  a 
distraction  from  a love  of  learning,  he 
preferred  to  record  a C for  all  his 
students.)  In  1919,  he  joined  with  a 
small  group  to  help  found  the  New 

“Veblen 
turned  19th 
century 
liberalism 
on  its  head” 

School  for  Social  Research,  where  his 
intellectual  influence  persists  to  the 
present  time.  In  his  economics 
department,  Milberg  sees  a continuing 
reflection  of  Veblen’s  pragmatic 
concerns  in  the  institutional  founda- 
tions of  economics,  the  limitations  of 
rationality,  and  the  importance  of 
technological  change. 

Prophet  Without  Honor 

The  first  two  decades  of  the  20TH  cen- 
tury harbored  seething  criticism  for 
social  criticism  and  dissent,  especially 
among  young  intellectuals  who 
championed  new  forms  of  protest,  such 
as  the  labor  and  women’s  movements. 
“Veblen  turned  19th  century  liberalism 
on  its  head,”  explains  Howard  Brick, 
associate  professor  at  Washington  Uni- 
versity in  St.  Louis.  The  classical  eco- 
nomics of  Adam  Smith  had  predicted 
that  allowing  free  rein  to  the  market- 
place would  lead  to  growing,  widely 
distributed  opulence,  and  equalizing 
conditions.  Veblen,  instead,  saw  regres- 
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sion,  accompanied  by  a revival  of  mili- 
tarism and  imperialism.  “The  new  sys- 
tems of  rank  and  hierarchy,”  says  Pro- 
fessor Brick,  “were  anathema  to  the 
older  liberal  ideal.” 

As  modernism  emerged,  in  art  and 
culture,  young  people  hailed  Veblen  for 
unmasking  the  old  standards  of  bour- 
geois, middle  class  life  and  an  old  order 
dying  away.  William  Dean  Howells,  a 
leading  novelist  and  critic,  brought 
Veblen  s first  book  to  wide  attention, 
catapulting  an  unknown  expert  in 
corporate  finance  to  literary  fame. 

A coterie  of  economists,  active  in  the 
teens  and  early  ’20s,  endorsed  Veblen’s 
new  ideas  of  “institutionalism,”  which 
encouraged  the  profession  to  become 
more  empirical  and  less  deductive. 
Supporters  included  John  Commons, 
Rexford  Tugwell,  Paul  Douglas  and 
Wesley  C.  Mitchell,  who  described  the 
oddball  Veblen  as  a “visitor  from 
another  world.”  However,  by  the 
mid-’ 20s,  many  felt  that  the  boom  and 
growth  of  mass  production  rendered 
Veblen’s  criticisms  invalid,  and  his 
theories  outmoded. 

The  Depression,  however,  reinstated 
him.  While  Tugwell,  in  the  late  ’20s, 
had  already  noted  a maldistribution  of 
income  in  the  economy,  it  was  after  the 
crash  that  Veblenians  became  the 
leading  underconsumptionists,  gaining 
influence  in  the  Roosevelt  administra- 
tion for  boosting  purchasing  power. 
Later  in  the  decade,  the  more  left  wing 
New  Dealers  were  even  embracing 
Veblen  as  a “homegrown  American 
radical,”  according  to  Brick. 

After  World  War  II,  and  another 
reconsideration,  Veblen  went  into 
eclipse.  He  was  characterized  as  overly 
simplistic  in  a conservative  era  that 
balked  at  his  sharp  rhetoric  and  sting- 
ing social  criticism.  The  lone  voice  of 
C.  Wright  Mills,  himself  a notorious 
nonconformist  and  radical,  defended 
and  tried  to  revive  his  reputation. 

Veblen  Today 

It  is  intriguing  to  imagine  what  Veblen 
would  make  of  our  world  at  the  turn 
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of  the  millennium.  “It  would  be  interesting  to  have  his 
comments  on  current  financial  markets,”  Milberg  suggests. 
He  discusses  how  Veblen’s  work  even  paved  the  way  for 
developments  in  causation  and  chaos  theory,  by  exploring 
that  “institutions  form  and  gain  staying  power,  which  may 
lead  ro  irrational  outcomes.”  Over  the  past  years,  we  have 
seen  tumultuous  examples  of  such  herd  behavior  in  cur- 
rency crises,  such  as  those  affecting  the  ruble,  the  Mexican 
peso  and  the  southeast  Asian  countries.  Today’s  main- 
stream economists  are  still  hard  put  to  explain  how  the 
plunge  of  the  Thai  baht  could  have  set  off  the  entire  Asian 
contagion. 

Waste  would  doubtless  remain  a favorite  theme.  Veblen, 
an  early  critic  of  advertising,  despaired  that  a 
system,  needing  to  move  goods,  created  an  entire  wasteful 
subeconomy.  In  a more  immediate  case,  Brick  points  out 
that  business  people  would  squander  an  inordinate  amount 
of  time,  “although  they  congratulate  themselves  on  being 
very  productive.”  For  instance,  hours  are  dribbled  away  in 
committees  and  meetings. 

Veblen  would  also  be  likely  to  champion  the  significance 
of  the  computer  and  telecom  revolutions,  whose  impact  has 
only  recently  begun  to  show  clearly  in  productivity  data. 
For  he  believed  strongly  that  the  force  of  technology  changes 
habits  and  economic  reproduction.  He  might  regard  today’s 
developments  in  technology  as  a historical  watershed, 
analogous  to  the  industrial  revolution. 

On  a more  negative  front,  he  might  decry  the  degree  of 
violence  that  echoes  through  our  popular  and 
business  cultures.  The  practice  of  business  resurrects  the 
predatory  instincts  of  barbaric  society,  he  growls,  valuing 
conquest  and  social  dominance. 

Prada  Handbags  and  Porsches 

“Unproductive  consumption  of  goods  is  honorable, 
primarily  as  a mark  of  prowess  and  a perquisite  of  human 
dignity,”  he  writes,  adding  that  conspicuous  leisure 
likewise  suggests  wealth  and  importance.  He  dismisses 
both  these  aspects  of  showing  off.  “In  the  one  case,  it  is  a 
waste  of  time  and  effort,  in  the  other  a waste  of  goods.” 

Fascination  with  costly  goods  extends  beyond  visible 
ostentation.  Consumers,  relishing  their  luxuries  even  in 
private,  grow  to  associate  notions  of  beauty  and  good  taste 
with  quantifiable  expense.  In  an  epoch  of  SUVs,  Rolex 
watches,  fancy  fundraisers  and  Hamptons  mansions, 
Veblen's  conspicuous  consumption  is  back  with  a 
vengeance.  Ha 

Vanessa  Drucker  is  a freelance  business  writer  with 
expertise  in  global  capital  markets,  securities  analysis  and 
economic  issues. 


TRIVIA  QUIZ 

How  much  do  you  know 
about  financial  history f 

1.  What  was  the  first  incorporated  stock-owned 
company  chartered  by  the  Continental  Con- 
gress? 

2.  What  company  suffered  the  single  largest 
bankruptcy  in  the  history  of  the  United 
States? 

3.  What  German  immigrant  turned  successful 
businessman  loaned  money  to  the  United 
States  government  to  finance  the  War  of 

1 8 12? 

4.  Which  denomination  of  currency,  featuring 
Woodrow  Wilson,  is  the  largest  U.S.  bill? 

5.  What  law,  after  being  abolished  in  1872,  was 
reinstated  and  made  a permanent 
amendment  to  the  Constitution? 

6.  What  year  did  the  Nasdaq  begin  operating? 

7.  Why  was  railroad  magnate  and  financier  Jay 
Gould  reluctant  to  use  the  railroad  behind 
his  summer  home  in  Tarrytown,  New  York 
to  commute  to  New  York  City? 

8.  What  newspaper  debuted  on  July  8,  1889  for 
2 <f.  a copy? 
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By  Ian  Moncrief-Scott 

On  the  globe’s  most  prudential  off- 
shore center,  the  local  legends  tell  much 
about  the  character  of  the  nation. 
The  Isle  of  Man’s  national  symbol,  a 
three-legged  man  emblazoned  with  the 
Latin  inscription  “Quocunque  jeceris 
stabit”  (whatever  way  you 
throw  me  I stand),  comes 
from  the  mythical  legend 
of  the  god  Manannan, 
whose  extra  leg  enabled 
him  to  outrun  foes.  In 
other  local  legend,  the  tail- 
less Manx  cats  native  to 
the  island  are  considered 
lucky,  and  are  depicted  on 
badges  and  charms. 

Though  tail-less  cats  and 
three-legged  men  inspire 
mystique,  the  Isle  of  Man’s 
financial  history  is  an  intri- 
guing reality.  Deprived  of 
intrinsic  raw  materials,  but 
fortified  by  “herrin  and  spuds”  (seafish 
and  potatoes),  Manxmen  chose  interna- 
tional trade  for  independent  survival. 
Manx  ships  carried  the  Pilgrim  Fathers 
and  helped  break  the  American  blockade. 

For  a time,  the  Isle  was  decried  as  a 
smugglers’  haunt.  In  1661,  official 
records  show  “a  nest  of  smucklers 
who  glory  in  their  treasons.”  Even  the 
local  Bishop,  in  1742,  declared  “the 
iniquitous  trade  will  hinder  the  bless- 
ing of  God  from  falling  upon  us.” 

The  island  had  long  been  a magnet 
for  foreign  marauders.  Norsemen  first 
recognized  the  strategic  importance  for 
trading  and  harassing  shipping. 
Adjacent  kingdoms  England,  Scotland, 
and  Ireland  all  vied  for  control. 

Now  she  was  in  conflict  with  her 
current  master.  England  had  granted 
exclusive  charters  to  companies 
exploiting  her  colonies.  At  home  and 
abroad,  the  Crown  applied  taxes  to 
imported  goods  including  tobacco, 
tea,  silk,  salt,  wine  and  spirits. 

Manxmen  spotted  an  opportunity. 
Provided  local  dues  were  met,  these 
products  could  be  re-sold  abroad. 


They  began  importing,  warehousing 
and  re-exporting.  Outraged,  the  Eng- 
lish government  screamed  “smug- 
glers” and  applied  huge  pressure  on 
local  officials  to  stamp  out  the  evil. 
Manx  leaders  turned  a blind  eye,  and 
“mischief”  prevailed. 

By  1765,  the  year  of  the  infamous 


Stamp  Act  that  sparked  the  War  of 
Independence,  England’s  patience  was 
exhausted.  The  Duke  of  Atholl  was 
pressed  to  sell  all  fiscal  rights  for 
£70,000.  He  did  not  consult  the  Manx, 
and  they  were  justifiably  furious. 

Perhaps  George  Quayle,  relation  of 
former  U.S.  Vice  President  Dan 
Quayle,  epitomizes  the  period. 
Through  his  forbearers’  trading  success 
with  the  Americas  and  the  East,  George 
had  a comfortable  start  to  life  in  1751. 
He  soon  became  popular  with  local 
merchants,  but  his  family  shunned  his 
ambitions  in  common  business. 
For  generations,  George’s  name  would 
not  be  mentioned  at  dinner. 

In  1802,  backed  by  Major  John 
raubman,  he  launched  the  Island’s  first 
bank,  The  Isle  of  Man  Banking 
Company.  Quayle’s  notes  quickly 
became  known  “as  good  as  the  Bank  of 
England’s,”  but  he  closed  the  bank  in 
1818.  Worthy  of  standards  demanded 
today,  George  sold  personal  property 
to  fully  refund  depositors. 

Many  also  believe  he  was  an  expert 
“smuggler.”  At  Bridge  House,  in 


Castletown  (now  a Museum),  his 
office  resembles  a stern  cabin. 
From  the  deck,  with  its  panoramic 
view,  George  monitored  traffic, 
especially  the  revenue. 

With  a secret  harbor  tunnel,  passage- 
ways and  “dumb  waiters,”  cargo  could 
be  unobtrusively  discharged  from  the 
dock  beneath  the  building. 
Quayle  even  had  a swivel- 
ling fireplace  concealing  a 
safe.  Hidden  compart- 
ments in  chart-lockers  and 
cupboards  kept  vital  docu- 
ments from  prying  eyes. 
Complex  locking  mecha- 
nisms, operated  by  horse- 
hair cables  over  remote 
pulleys,  guarded  his  incon- 
spicuous fortress. 

With  remarkable 
foresight,  before  his  death 
in  1835,  he  walled  up  his 
small  sloop  with  records, 
documents,  and  equip- 
ment in  her  berth  beneath  the  office. 
Warning  his  family  that  doom  would 
descend  on  anyone  who  disturbed  its 
fate,  “Peggy”  remained  in  her  silt  cof- 
fin for  100  years  until  a workman  fell 
through  the  floor.  Much  important 
history  was  revealed,  including  secret 
plans  for  a huge  barge  to  carry  30,000 
troops  for  Napoleonic  invasion. 
Today,  Tynwald,  the  world’s  longest- 
serving  continuous  government,  steers  a 
booming  economy,  sustaining  indepen- 
dent growth  through  low,  effective  tax- 
ation. 

Bolstered  by  Moody’s  and  Standard 
& Poors  AAA  ratings,  the  Isle  of  Man  is 
fully  grasping  the  e-commerce  revolu- 
tion and  using  her  three  legs  to  still  run 
rings  around  the  opposition.  133 

Ian  Moncrief-Scott  is  the  Media 
Director  of  the  IBSS  and  a Financial 
History  contributing  writer. 

The  author  wishes  to  thank  the  Isle  of 
Man  government,  Isle  of  Man  Bank 
Ltd.,  OfficeAnywhere,  Manx  Off- 
shore Administration  Ltd.  and  XKO 
(IOM)  Ltd. 
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Famous  First  Bubbles 

Peter  M.  Garber,  MIT  Press,  2000 
Review  by  Ellen  Jovin 

Is  THE  MANIA  IN  THE  MARKETS,  or 
in  the  market  analysis?  In  Famous 
First  Bubbles:  The  Fundamentals  of 
Early  Manias,  Peter  M.  Garber  seeks 
to  burst  the  bubbles  of  those  who 
would  reflexively  equate  17th-century 
Dutch  Tulipmania  with  irrational 
investor  behavior.  A global  strategist 
at  Deutsche  Bank  and  professor  of 
economics  at  Brown  University,  Gar- 
ber challenges  conventional  notions 
about  this  and  other  oft-cited  exam- 
ples of  bubbles  in  the  private  capital 
markets.  His  book  does  much  to  take 
the  mania  out  of  Tulipmania,  as  well 
as  the  Mississippi  Bubble  and  the 
South  Sea  Bubble. 

Garber’s  writing  is  spare,  tenacious 
and  occasionally  a little  pugnacious. 
Demonstrating  his  impatience  with 
squishy  definitions,  he  begins  his  analy- 
sis with  a careful  discussion  of  termi- 
nology. “Bubble  is  one  of  the  most 
beautiful  concepts  in  economics  and 
finance,”  he  observes  slyly,  “in  that  it  is 
a fuzzy  word  filled  with  import  but 
lacking  a solid  operational  definition. 
Thus,  one  can  make  whatever  one 
wants  of  it.”  That  one  shouldn’t,  how- 
ever, is  one  of  the  central  themes  of  the 
book.  Generally,  “bubble”  is  used  to 
describe  an  asset  price  movement  that 
is  unexplainable  in  terms  of  fundamen- 
tals, namely,  the  variables  believed  to 
drive  prices.  But  just  because  such  a 
price  movement  defies  easy  explana- 
tion, Garber  argues,  doesn’t  mean  that 
a reasonable  explanation  doesn’t  exist. 
He  writes,  “We  know  that  market  psy- 
chology or  market  sentiment  can  be 
important,  so  we  blame  the  inadequacy 
of  our  fundamental  model  vis-a-vis 
actual  outcomes  on  unmeasurable  mar- 
ket psychology.”  Garber  maintains, 
however,  that  these  well-known  early 
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bubbles  were  driven  not  by  market  psy- 
chology, as  is  commonly  supposed,  but 
by  a variety  of  alternative,  accessible 
reasons.  He  believes  that  ferreting  out 
those  reasons  matters,  in  part  because 
the  events  are  part  of  everyday  business 
parlance,  cited  frequently  — and,  he 
argues,  incorrectly  — to  help  us  under- 
stand modern  economic  phenomena. 

“History  is  a rhetorical  weapon  to 
be  used  in  influencing  modern  policy 
outcomes,”  he  writes.  In  the  case  of 
the  Dutch  Tulipmania,  Garber  sets  out 
to  show  that  the  mere  fact  of 
extremely  high  prices  for  rare  bulbs, 
followed  by  a swift  decline,  does  not 
mean  investors  behaved  irrationally. 
Such  a pattern,  he  says,  is  in  fact  nor- 
mal and  has  been  seen  in  subsequent 
centuries  as  well.  “As  the  bulbs  prop- 
agate, their  prices  naturally  fall  with 
expanding  supply;  however,  the  origi- 
nal bulb  owner’s  bulb  stock 
increases,”  writes  Garber.  “The  dis- 
counted value  of  bulb  sales  can  easily 
justify  extremely  high  prices  for  the 
unique  bulb  of  a new  variety.”  Espe- 
cially fascinating  is  a description  of 
the  more  marketable  characteristics  of 
17th-century  tulip  bulbs.  For  exam- 
ple, the  most  desirable  bulbs  yielded 


flowers  with  beautiful  and  unique  pat- 
terns known  as  breaking”  — actually 
the  consequence  of  a mosaic  virus. 
Although  the  viral  origin  of  breaking 
wasn’t  known  to  florists  of  the  day, 
Garber  notes  that  “all  important  tulip 
varieties  in  the  first  two  centuries  of 
European  cultivation  were  diseased.” 

Garber  devotes  the  last  third  of  the 
book  to  an  effective  debunking  of 
assumptions  about  investor  behavior  in 
the  Mississippi  and  South  Sea  bubbles. 
He  concludes  that  “‘bubble’  characteri- 
zations should  be  a last  resort  because 
they  are  non-explanations  of  events.” 

While  Garber’s  writing  is  con- 
sistently clear,  the  style  of  Famous  First 
Bubbles  is  academic,  and  readers  may 
find  themselves  tripping  over  frequent 
allusions  to  the  work  of  other  scholars. 
Also,  the  social  and  historical  context 
of  the  bubbles  is  not  made 
sufficiently  vivid;  humanizing  the  data 
would  have  added  power  to  this 
important  analysis.  At  only  144  pages, 
the  book  will  probably  be  too  bare 
bones  for  readers  who  enjoy  leisurely 
digressions  and  anecdotes,  but  will 
appeal  to  those  who  like  their 
economics  to  be  presented  economi- 
cally. Garber’s  analysis  will  also  be 
pleasing  to  those  who  would  like  to  see 
more  science  in  the  social  sciences.  In 
demanding  accountability  along  the 
entire  journey  from  data  to  conclusion, 
the  book  serves  as  a wake-up  call  for 
greater  methodological  rigor.  This  is  a 
message  applicable  not  only  to  Gar- 
ber’s field,  but  to  all  areas  of  human 
intellectual  activity. 

A fortunate  byproduct  of  this  book 
is  that  human  beings  appear  more 
rational  in  their  financial  decision- 
making than  one  might  generally 
suppose  based  on  widely  accepted 
bubble  lore.  By  seeking  causes  beyond 
a herd  mentality  to  explain  market 
behavior,  Garber  offers  hope  that  we 
are  not  simply  sailing  along  on  a ship 
of  fools,  na 
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Events  Calendar 


FALL/WINTER  2000-01 


NOVEMBER 

World  of  Finance  Walking  Tour  of  the  Financial  District. 
Participants  gather  at  the  Museum  at  10  am.  $15  per 
person;  $10  students/seniors;  no  reservations  necessary 
for  groups  of  six  or  fewer.  This  tour  runs  every  Friday. 

(212)  908-4110. 

Nasdaq  MarketSite  Tour  & Interactive  Experience, 

4 Times  Square,  New  York  City,  12:45  p.m., 

$10.  (212)  908-4110.* 

Newsroom  Tour  of  The  New  York  Times,  229  West  43rd 
Street,  New  York  City,  1 p.m.,  free.  (212)  908-4110.* 

“Media  & Business:  Friends  or  Foes?,”  Symposium 
moderated  by  CNN’s  Myron  Kandel,  Baruch  College, 
135  East  22  St.,  3rd  Floor  Administrative  Lounge, 
6 p.m.,  free.  (212)  908-4110.* 

DECEMBER 

World  of  Finance  Walking  Tour  of  the  Financial  District. 

See  above. 

Fall  Featured  Author  Lecture:  New  York  Times  reporter 
Diana  Henriques’  The  White  Sharks  of  Wall  Street, 

The  Grolier  Club,  47  East  60th  Street,  New  York  City, 
free.  (212)  908-4110.* 

JANUARY 

“The  Artistry  of  African  Currency”  exhibition 
opens  in  the  Museum  gallery. 

R.M.  Smythe  Show  & Auction,  Strasburg,  PA. 

(212)  943-1880. 

International  Bond  & Share  Society  USA  Chapter 
Meeting,  Strasburg,  PA.  (201)  489-2440. 


continued  from  page  30 

excessive  costs  of  promotion,  bribery 
and  underwriting. 

In  1887,  desperately  needing  to 
reduce  expenses,  de  Lesseps  was  at 
last  obliged  to  agree  to  a system  of 
“temporary”  locks  suggested  by  the 
ingenious  Bunau-Varilla. 

Locks  would  be  installed  to 
facilitate  the  work  in  progress,  but 
then  they  would  be  destroyed.  Perhaps 
not  logical,  but  a face-saving  device 
for  de  Lesseps. 

Alexander  Eiffel,  of  Eiffel  Tower 
fame,  was  signed  to  design  five  locks 
on  the  Atlantic  side  and  five  on  the 
Pacific.  Genuine  progress  was  made 
during  1888.  By  spring,  the  canal  was 
open  to  traffic  for  15  miles,  and  some 
hope  emerged,  just  as  the  money  was 
running  out. 

One  last  desperate  effort  to  bring  in 
fresh  capital  was  made  in  June  of  1888. 
De  Lesseps  gave  it  his  last  hurrah. 

I appeal  to  all  Frenchmen.  I appeal 
to  all  my  associates  whose  fortunes 
are  threatened.  I have  dedicated  my 
life  to  two  great  works  which  have 
been  called  impossible:  Suez  and 
Panama.  Suez  is  completed  and 
France  has  been  enriched.  Do  you 
wish  to  complete  Panama?  Your  fate 
is  in  your  hands.  Decide! 

The  public  decided.  They  bought  less 
than  half  the  issue,  and  on  December 
14,  1888  the  company  failed.  The  1889 
liquidator’s  stamp  at  the  bottom  of 
the  stock  certificate  bore  the  terse  and 
dismal  statement  that  no  interest  would 
be  paid  to  the  bearer.  B3 


* Museum  events  associated  with  " Free  Markets,  Free  Press, " 
an  exhibition  on  the  history  of  financial  journalism, 
on  display  through  December  2000. 


Sanford  ].  Mock  is  a Senior  Vice 
President  at  PaineWebber  and  a 
collector  of  financial  documents. 


This  article  is  the  second  in  a series  on  the 
development  and  financing  of  the 
Panama  Canal.  Look  for  Part  III  in  the 
Winter  2001  issue  of  Financial  History. 
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AMERICAN  FIN  A NCTAL  HISTORY 

STOCKS,  BONDS  AND  FINANCIAL  DOCUMENTS 
HIGHLIGHTING  THE  HISTORY 
OF  GOVERNMENT  FINANCE, 

WALL  STREET  AND  AMERICAN  ENTERPRISE. 

WE  ARE  ONE  OF  AMERICA'S  LEADING  DEALERS 
SPECIALIZING  IN  BETTER  QUALITY 
FINANCIAL  INSTRUMENTS, 

LETTERS,  DOCUMENTS  AND  AUTOGRAPHS 
RELATED  TO  AMERICA'S  FINANCIAL  HISTORY. 


FOR  A COPY  OF  OUR  NEXT  CATALOG 
PLEASE  CALL  US  TOLL  FREE  IN  USA  (800)  225-6233 


Scott  J.  Winslow  Associates 
Post  Office  Box  10240 
Bedford,  New  Hampshire  03110 


SOIL 


Finance  Area 

“ fragments  of  Financial  History’ 

I - 30035  Mirano  (Venezia)  ITALY 
Via  della  Vittoria.  19/10 
Tel. /Fax:  +390  41  / 57.28.856 
E-mail:  oldpapers@financearea.it 
INTERNET  - http://www.financearea.it 


RAILS  REMEMBERED 

ANTIQUE  STOCKS  AND  BOND  CERTIFICATES 
POST  OFFICE  BOX  464 
ROSEMEAD,  CALIFORNIA  91770 
PHONE  (626)  572-0419  EVES 

SEND  TODAY  FOR  LISTING 

Robert  O.  Greenawalt  % 

CURATOR  AND  COLLECTOR 


4-4-0  American  Type 
steam  loco 


SERVING-  HISTORICALLY-MINDED  FANS  OF  FINANCIAL  RAILROADIANA 
- SELL-  BUY  - TRADE  (I  HAVE  HIGH  LEVEL  SWAPUM) 


Herzog  Hollender  Phillips  & Co. 

P.O.  Box  14376,  London  NW6  12D,  England 

Keith  Hollender,  Author  of  “Scripophily” 


Tel/  Fax  (020)  7433-3577 
hollender@dial.pipex.com 
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ft 
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ROBERT  F.  KLUGE 


GRAPHIC  AND  HISTORIC 
PAPER  AMERICANA: 
ANTIQUE  STOCKS 
AND  BONDS 


P.O.  BOX  155  • ROSELLE  PARK,  NJ  07204  • 908-241-4209 


GEORGE  H. 


Toll  Free: 

800  717-9529 
Or  Call: 

603  882-2411 
Fax: 

603  882-4797 
E-mail: 

collect@glabarre.com 

Web  Site: 

www.glabarre.com 
The  Largest  Collectible  Stock  and  Bond  Inventory  in  the  World 


LaBAl^E 

GALLERIES 

VINC. 

P.O.  Box  746  Hollis,  N.H.  03049 


Buying  and  Selling 
Stocks  and  Bonds,  Paper  Money 
Important  Autographs  and  Quality 
Collectibles  of  all  kinds. 
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Stock  Search 
International 


• FREE  Illustrated  Catalogs 

• Mail  Bid  Auctions 

• Collectors'  Club 

• Quarterly  Newsletter 

• Wish  Lists  by  Category 

1-800-5374523 


4761  W.  Waterbuck  Drive  • Tucson,  Arizona  85742 
(520)  579-5635  • fax  (520)  579-5639  • email:  ssiscripo@aol.com 


Ken  Prag 
Paper  Americana 

Stocks  &c  Bonds  • Post  Cards 
Passes  • Timetables  • Etc. 

Catalog  plus  3 
beautiful  stocks  $8.95 
Also  buy! 

Ken  Prag,  Box  14817, 

San  Francisco,  CA  941 14 

Tel.  (415)  586-9386 
kprag@planeteria.net 


r=  INTERNATIONAL  BOND  & SHARE  SOCIETY 

Founded  1978  for  the  encouragement  of  Scripophily 


The  Directory 

A Membership 
and  Dealer 
directory,  with 
full  listings  for 
the  U.S.A.,  U.K., 
Germany  and  40 
other  countries 
Published  annually. 


Scripophily 

A quarterly 
magazine  with 
40+  illustrated 
pages  of  U.S., 
European  & world 
news,  research, 
auctions,  and  a diary 
of  coming  events. 


Meetings 

London,  England  • Strasburg,  Pennsylvania 
Memphis,  Tennessee  • Toronto,  Canada 
Johannesburg,  South  Africa 


FOR  INFORMATION 
WRITE  TO: 


U.S.A. 

Richard  T.  Gregg 
1 5 Dyatt  Place 
P.O.  Box  430 

Hackensack,  NJ  07602-0430 
Tel:  (+1)  201  489  2440 
Fax:  (+1)201  592  0282 

REST  OF  THE  WORLD 

Peter  Duppa-Miller 

Beechcroft 

Combe  Hay 

Bath  BA2  7EG,  UK 

Tel:  (+44)7(0)  1225  837271 

Fax:  (+44)/(0)  1225  840583 


OR  VIA  THE  INTERNET: 


http://www.scripophily.org 
Email:  IBSSociety@aol.com 
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Financial 

history 

The  Official  Membership  Magazine 
of  the 

Museum  of  American  Financial  History 

To  become  a Museum  member 
and  receive  Financial  History  regularly, 
please  call  the  Museum  toll-free  at 
(877)  98  FINANCE 


MUSEUM 


AMERICAN 

FINANCIAL 

HISTORY^ 

The  Museum  of  American  Financial  History 
houses  the  largest  public  collection  of  documents, 
stock  and  bond  certificates,  engravings, 
and  other  historically  significant  artifacts 
dedicated  to  the  origins  and  history 
of  the  American  capital  markets. 

The  Museum  is  located  at 
28  Broadway,  New  York  City. 

Hours:  10:00  a.m.  until  4:00  p.m. 
Tuesday-Saturday.  Donation  $2.00. 

For  further  information, 

please  contact  the  Museum  at  212-908-4110. 

www.financialhistory.org 


REACH  YOUR  MARKET 

Advertise  in  Financial  History  magazine 

The  membership  magazine  of  the  Museum  of 
American  Financial  History  has  become  a 
respected  source  for  the  history  of  business, 
commerce  and  the  capital  markets.  It  reaches  a 
diverse  audience  of  finance  professionals, 
collectors  of  historical  financial  documents  and 
memorabilia,  universities  and  libraries,  and  thou- 
sands of  investors  throughout  the  United  States 
and  abroad.  It  is  also  distributed  at  more  than 
10  major  conferences  and  auctions  each  year. 

For  more  information  on  advertising  in 
Financial  History,  or  to  place  an  ad  in 
the  Winter  issue,  please  e-mail  Kristin  Richard 
at  krichard@financialhistory.org  or  call  212- 
908-4695. 


Take  advantage  of  your  Museum  membership  at  our 
newly  renovated  Museum  Shop.  Members  receive 
discounts  on  all  purchases  at  28  Broadway,  or  online  at 
www.financialhistory.org.  Featured  in  Travel  & Leisure, 
the  Shop  offers  a wide  variety  of  financial  prints, 
books,  clothing,  jewelry,  and  souvenirs. 
Corporate  gifts  are  also  available. 


For  more  information,  or  to  place  an  order,  call 
Museum  Shop  Manager  Ariel  Joseph  at  212-908-4613 
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Don’t  Miss  Out  on  the  Excitement 
Bid  or  Consign  in  2000! 


R.M.  Smythe  2001 
Calendar  of  Events 


January  18-21,  2001 
Strasburg  Stock  and  Bond 
Show  & Auction, 

Strasburg,  PA 
Consignment  Deadline: 
December  1,  2000 

February  2001 
Stocks  & Bonds 
Mail  Bid  Only  Auction 

Consignment  Deadline: 
December  15,  2000 

March  1-2,  2001 

Paper  Money 

Chicago,  IL 
Consignment  Deadline: 
January  16,  2001 
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R.M.  Smythe,  established  1880,  buys,  sells,  and  auctions  collectible  Antique  Stocks  and  Bonds, 
Banknotes,  Autographs,  Historic  Americana,  Photographs,  and  Coins.  To  consign  your  collection  to 
our  next  auction,  please  call  Stephen  Goldsmith  or  Diana  Herzog  at  800-622-1880  or  212-943-1880. 

To  be  assured  of  receiving  our  fully-illustrated  thoroughly-researched  auction  catalogues  or  to 
check  on  the  status  of  your  subscription,  call  Marie  Alberti  at  800-622-1880  or  212-943-1880  today! 


New  Web  Site 

Visit  Our  Catalogues  and  Show  & Auction  Schedule  Online 

smytheonline.com 


Stock  & Bond  Price  List  Available  - free  when  you  call  800-622-1880 


SOCIETY  OF 
MONEY 

INC. 


mug 


Stephen  Goldsmith 

Kevin  Foley 
members 


MEMBER 


xno^X’  S“\NeW  York’  NY  100»4->™»  • e-mail:  info@rm-smythe.com 

H7  b 2 ’ NVS:212-943-1880  • Fax:212-908-4047  • www.smytheonline.com 

We  Buy,  Sell,  and  Auction  the  Very  Best  in  Financial  History 


The  Conde  Nast  Publications  Inc. 


SHARKS 


COMIMIM 


BimTMMi  INC* 
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New  York  Evening  Post.  Inc. 
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CLASS  B COMMON  STOCK 


McClures  magazine  inc. 


CUSIP  TBTbMO  10  fl 


DOMESTIC  SHARE  CERTIFICATE 


THE  WASHINGTON  POST  COMPANY 


THIS  CERTIFIES  THAT 


IS  THE  OWNER  OF 


No.  VT  00000  a, 

THE  PULITZER  PUBLISHING  COMPANY 


FULLY  PAID  AND  NON- ASSESSABLE  SHARES  OF  THE  CLASS  B COMMON  8TOCK  OF 


A “Media  in  the  Marketplace”  display  explores  the  role  of  media  corpor 
Wall  Street  in  the  “Free  Markets,  Free  Press”  exhibit.  Shown  here  are  20 
stock  warrants  and  certificates  from  the  permanent  collection 


-V.r. • ,4* 

Museum  of  American  Financial  History  • 26  Broadway,  New  York,  NY  10004 
toll  free  877-98-FiNANCE  • www.financialhistory.org 


